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What does President and CEO Ron Buschur
think about nearly doubling sales in 2005 and
returning to solid profitability? He thinks it's a
good start.
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5 Welcome to the Boomtown. | Seles Merketing

Demand for new services coupled with the build out of 3G
is fueling the next wave of growth in wireless. Powerwave is
in the lead with products and soltutions that answer the big
question for operators and OEMs: “What's next?”

@7 Greater Innovation. Lower Costs.
Global Supremacy. B R&D

Breakthrough innovation and a global delivery platform.
It's Powerwave's formula for conquering the wireless world.
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89 If You Deliver It, They (Profits) Will Come.

Finance
What's it like to hit gross profit margin targets of 25% and

industry-leading operating margins while integrating multiple
acquisitions into one smooth-flowing juggernaut? It's all in a
day's work at Powerwave.

1 011 What's Past. What's Next. | Timeline

A look back at significant Powerwave milestones
over the past 10 years.

1 213 Breakthrough Year. | Ten-Year Financial Information

One quick summary reveals the bottom line success of Powerwave.
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Last year, | talked about how the successful integration of LGP
Allgon — our largest acquisition at the time — would establish a
platform from which Powerwave would be able to drive long-term
profitability and improved performance for our Shareholders.

This year, I'm pleased to report we've delivered on that vision.
2005 was an outstanding year for the company and for our
Shareholders. Powerwave was able to achieve record annual
revenues of $825 million and an annual sales growth rate of 74%
while delivering industry-leading operating performance. This
phenomenal performance and a strong return to profitability are
direct results of our ability to execute against our business plan
and strategies. What's more, we accomplished all this while
integrating another strategic acquisition: the commercial wireless
business of REMEC, Inc.

2005 was an outstanding year for the
company and for our Shareholders.
Powerwave was ahle to achieve record
annual revenues of $62% milliomn.

There are a number of areas of achievement in 2005 to highlight,
as | believe they demonstrate that we're just getting started in
delivering strong growth that is both profitable and sustainable.

< Operational excellence with continuous improvement.
We're projecting $50 million in annual cost savings tied to our
REMEC integration activities as we continue to streamline our
supply chain and cost structures. We hit our gross margin and
operating margin targets the last two quarters of 2005 and
believe we'll sustain or improve upon these industry-teading
targets in 2006.

<> Ongoing strategic acquisitions. With the Kaval and
REMEC wireless acquisition during 2005, we've further positioned
Powerwave as a leading player in key growth categories that
strengthen our ability to generate sustained, profitable expansion.

< Diversification of our customer base. During 2005

we focused on building close relationships with both direct
wireless network operator customers and Original Equipment
Manufacturers (OEMSs) such as Cingular, Ericsson, Lucent,
Huawei, Motorola, Nokia, Nortel, Orange, Samsung, Siemens,
T-Mobile, Verizon and Vodafone.
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<2 Innovation and technology
leadership. Our R&D investments continue
to bear fruit. Seimens Communications
recently recognized Powerwave as the
Supplier of the Year for Innovation. Other
customers are also capitalizing on our
numerous innovations, including Remote
Radio Head technology, DAS/ODAS,
UMTS Smart Antennas, and Clean Site™
solutions.

What's next for the industry and for
Powerwave? As consolidation proceeds,
we will continue to be aggressive in carefully
pursuing strategic assets that give us
stronger presence in segments that add
value, and provide opportunities to improve
our operating performance. We believe

that going forward, we will see continued
spending in the North America market in
GSM, wideband CDMA and EVDO as net-
work operators strive to meet the increasing
demand for enhanced services that require
ever greater capacity and coverage. We
also believe that we will see an increased
desire from European operators to continue
to deploy additional 3G networks, utilizing
Powerwave's coverage and capacity solu-
tions. Finally, Asia Pacific, Africa and South
America provide dual opportunities: first,

in the rollout of new networks in emerging
markets and second, in the on-going
improvement and enhancement of estab-
lished networks.

Looking forward to 2006, we are extremely
excited. We believe that Powerwave is well-
positioned to surpass the $1 billion revenue
mark for the first time our history, while main-
taining industry-leading operating margins.
As we power the next wave of growth

in wireless, the ultimate result will be incre-
mental returns over the long-term for our
Shareholders. Finally, | want to thank you for
your support and | want to thank our cus-
tomers, suppliers and employees for all of
their support during the last year. We at
Powerwave will continue to do everything we
can {0 meet and exceed your expectations.
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From Singapore to Seattle to Sao Paolo to
Stockholm, demand for new services that require
more coverage and capacity within existing networks
drove double-digit revenue growth for Powerwave in
2005. One reason we were able to outperform the
industry as a whole is our focus on addressing the
challenges operators face. By developing innovative
end-to-end solutions that lower capital and operational
expenses, we've enabled operators to profitably rollout
new and enhanced services. This approach has been
highly successful, generating substantial direct-to-
operator sales as well as driving demand among our
OEM customers.

The deployment of new networks also powered our
success in 2005. 3G subscribers have expanded to
more than 30 million with more than 80 networks
launched globally. We believe Powerwave is winning in
this vital market.

Our revenue base is not only growing, it is also
strong and diverse. Powerwave served more than 28
major OEM and wireless network operator customers
worldwide last year. Our geographic diversity is exem-
plified by 2005 sales that -were distributed between the
Americas ($307 million), Europe ($434 million)

and Asia-Pacific ($76 million).

As a leader in the wireless communications infrastruc-
ture industry, Powerwave is recognized as a full-spec-
trum, single-source supplier of end-to-end solutions in
all key wireless communications categories. We are
determined to build on this reputation in our drive to
reach sales of over $1 billion for the first time in the
company's history in 2006.
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By Robert J. Legendre
Senior Vice President, Global Operations

In 2005, Powerwave continued to enhance our ability to rapidly and cost-effectively deliver end-to-end
wireless infrastructure solutions anywhere on face of the planet, while driving down costs. Our
strategy of developing standard product platforms with modular components allowed us to rapidly
roll cut cost-effective solutions easily customized for multiple customers. This ability to pioneer highly-
integrated solutions at a lower cost is one of the reasons Siemens Communications recognized
Powerwave with its “Supplier Award 2005 for Innovation.” And it is why Powerwave led the industry
with a number of breakthroughs, including our Digital Radio Head, Remote Radio Head technology,
Distributed Antenna Systems (DAS) and Cutdoor DAS, Remote Electrical Tilt technology, Public Safety
Coverage solutions, UMTS Smart Antennas and Clean Site solutions.

’:< 4795 Employees and 25 Operating Facilities in 16 Countries Around the World. >.—
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(TMAs) are a cost-effective way to

enhance uplink receive sensitivity at

base stations in order to meet the .
increased performance demands of Q\ ~
3G services. & i




ANTENNA SYSTEMS COVERAGE SYSTEMS

W Moving forward, we will continue to show the industry
“what's next” in wireless, with innovations like Remote
Network Optimization and Management software that enables
an engineer to control an entire network from anywhere via
a simple web browser. Or fully self-contained “Plug-N-Play”
base stations that can be unloaded as a single unit off the back
of a truck and installed in hours (instead of days, as is needed
in conventional installations). Put simply, Powerwave's tech-
nology leadership has translated — and will continue to trans-
late — into sales leadership and industry leadership.
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At Powerwave, the measuring stick for evaluating -
acquisitions and investments, enhancing operations and
green-lighting new R&D projects is simple: will this
enable us to hit/sustain our targeted gross maréins and
enable us to achieve long-term operating profits. We
saw this disciplined financial operating model pay off in
2005. Our acquisition and growth strategy incre7ased

our buying power and market position while enabling us:’
to streamline our supply chain from over 300 suppliers
to less than 180, driving out costs. =

By Kevin To Micheaels
Chietl Financtel Offesr
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Wireless Systems
Business
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Acquired Kaval
Wireless
Technologies, inc.
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Acquired Certain
Assets of

Ericsson Amplifier
Technologies,
Inc.

What s Next!
Tour Launch
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Powerwave has accomplished a lot since our founding 22 years ago. And
every accomplishment has been directed towards driving profitable,
sustainable growth. What's down the road? In 2006, our "What's Next!"

Tour travels the U.S. demonstrating leading innovations and breakthroughs to
major customers and players in the wireless communications industry.
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Enhanced wireless services that
allow people to enjoy photos, videos
and music casts are driving demand
for infrastructure improvements that
fuel Powerwave's growth.
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Powerwave's corporate headquarters

is located in Santa Ana, California. Powerwave
also has sales, support and manufacturing
facilities located throughout the world, providing
worldwide customer support to the wireless
infrastructure marketplace. Powerwave is a
global leader in providing end-to-end wireless
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ORGANIZATION OF FINANCIAL INFORMATION

Management'’s Discussion and Analysis

Management's Discussion and Analysis provides a narrative
on Powerwave's financial performance and condition that
should be read in conjunction-with the accompanying financial
statements. It includes the following sections:

* Introduction and Overview

» Critical Accounting Policies and Estimates

e New Accounting Pronouncements

e Results of Operations — 2005 vs. 2004 and 2004 vs. 2003

o Restructuring and Impairment Charges

» Liquidity and Capital Resources

o Off-Balance Sheet Arrangements

e Contractual Obligations and Commercial Commitments

e Disclosure About Stock Option Plans

° Quantitative and Qualitative Disclosures About Market Risk

» Forward-Looking Statements

Consolidated Financial Statements of Powerwave Technologies, Inc.

Consolidated Balance Sheets as of January 1, 2006 and January 2, 2005
Consolidated Statements of Operations and Comprehensive Operations for
the years ended January 1, 20086, January 2, 2005 and December 28, 2003
Consolidated Statements of Shareholders’ Equity for the years ended
January 1, 2006, January 2, 2005 and December 28, 2003
Consolidated Statements of Cash Flows for the years ended
January 1, 2006, January 2, 2005 and December 28, 2003
Notes to Consolidated Financial Statements
Selected Quarterly Financial Data (Unaudited)
Report of Independent Registered Public Accounting Firm
Controls and Procedures
Management's Report on Internal Control Over Financial Reporting
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MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the consolidated financial statements and notes thereto. This discus-
sion contains forward-looking statements, the realization of which may be impacted by certain important factors including, but not
limited to, those risk factors set forth under ltem 1A — Risk Factors, within our Annual Report on Form 10-K for the fiscal year ended
January 1, 2006.

Introduction and Overview

Powerwave is a global supplier of end-to-end wireless solutions for wireless communications networks. Our primary business con-
sists of the design, manufacture, marketing and sale of products to improve coverage, capacity and data speed in wireless com-
munication networks, including antennas, boosters, combiners, filters, radio frequency power amplifiers, repeaters, tower-mount-
ed amplifiers and advanced coverage solutions. These products are utilized in major wireless networks throughout the world that
support voice and data communications by use of cell phones and other wireless communication devices. We sell such products
to both original equipment manufacturers, who incorporate our products into their proprietary base stations (which they then sell
to wireless network operators), and directly to individual wireless network operators for deployment into their existing networks.

We also operate a contract manufacturing business under the trade name of “Arkivator.” This business manufactures and sells
advanced industrial components, primarily for the automotive and food industries, under contract manufacturing arrangements.
This business accounted for approximately 5% of our revenues for fiscal 2005.

During the last five years, demand for wireless communications infrastructure equipment has fluctuated dramatically. While demand
for wireless infrastructure was strong during 2005, in the past there have been significant slowdowns in capital spending by wire-
less network operators due to delays in the expected deployment of infrastructure equipment and financial difficulties on the part
of the wireless network operators who were forced to consolidate and reduce spending to strengthen their balance sheets and
improve their profitability. These changes had a significant negative impact on overail demand for wireless infrastructure products,

2 and at various times, have directly reduced demand for our products and increased price competition within our industry which has
in the past led to reductions in our revenues and contributed to our reported operating losses.

We believe that we have maintained our overall market share within the wireless communications infrastructure equipment market
during this period. We continue to invest in the research and development of wireless communications network technology and the
diversification of our product offerings, and we believe that we have one of our industry’s leading product portfolios in terms of per-
formance and features. We believe that our proprietary design technology is a further differentiator for our products.

During fiscal 2004, we focused on cost savings while we expanded our market opportunities, as evidenced by our acquisition of
LGP Allgon. This acquisition involved the integration of two companies based in different countries that previously operated inde-
pendently, which was a complex, costly and time-consuming process. We have implemented our plans to restructure and integrate
LGP Allgon’s operations, technology and personnel with ours. During fiscal 2005, we continued to focus on cost savings while we
expanded our market opportunities, as evidenced by our acquisition of selected assets and liabilities of REMEC, Inc’s Wireless
Systems Business (the “REMEC Wireless Acquisition”). We believe the product offerings and customer relationships included as
part of the REMEC Wireless Acquisition are highly complimentary with our products and that this acquisition has further strength-
ened our position in the global wireless infrastructure market and improved our ability to provide more complete end-to-end solu-
tions for our customers’ complex network requirements.

We measure our success by monitoring our net sales and gross margins, with a short-term goal of maintaining a positive operat-
ing cash flow while striving to achieve long-term operating profits. We believe that there continues to be long-term growth oppor-
tunities within the wireless communications infrastructure marketplace, and we are focused on positioning Powerwave to benefit
from these long-term opportunities.

Critical Accounting Policies and Estimates

We prepare our condensed consaolidated financial statements in conformity with accounting principles generally accepted in the
United States of America. As such, we are required to make certain estimates, judgments and assumptions that we believe are
reasonable based upon the information currently available. These estimates and assumptions affect the reported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the peri-
ods presented. Any future changes to these estimates and assumptions could cause a material change to our reported amounts
of revenue, expenses, assets and liabilities. The critical accounting policies that we believe are the most significant for purposes
of fully understanding and evaluating our reported financial results include the following:
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Revenue Recognition

The majority of our revenue is derived from the sales of products. We recognize revenue from product sales at the time of ship-
ment or delivery and passage of title depending upon the terms of the sale. We offer certain of our customers the right to return
products within a limited time after delivery under specified circumstances. We monitor and track such product returns and record
a provision for the estimated amount of such future returns based on historical experience and any notification we receive of pend-
ing returns. While such returns have historically been within our expectations and the provisions established, we cannot guaran-
tee that we will continue to experience the same return rates that we have in the past. Any significant increase in product returns
could have a material adverse effect on our operating results for the period or periods in which such returns materialize.

Accounts Receivable

We perform ongoing credit evaluations of our customers and adjust credit limits based upon payment history, the customer’s cred-
it worthiness and various other factors, as determined by our review of their credit information. We monitor collections and pay-
ments from our customers and maintain an allowance for estimated credit losses based upon our historical experience and any
specific customer collection issues that we have identified. While such credit losses have historically been within our expectations
and the provisions established, we cannot guarantee that we will continue to experience the same credit loss rates that we have
in the past. Since our accounts receivable are highly concentrated in a small number of customers, a significant change in the
liquidity or financial position of any one of these customers could have a material adverse effect on the collectibility of our
accounts receivable, our liquidity and our future operating results.

inventories

We value our inventory at the lower of the actual cost to purchase and/or manufacture the inventory or the current estimated mar-
ket value of the inventory. We regularly review inventory quantities on hand and on order and record a provision for excess and obso-
lete inventory and/or vendor cancellation charges related to purchase commitments. Depending on the product line, such provisions
are established based on historical usage for the preceding twelve months, adjusted for known changes in demands for such prod-
ucts, or the estimated forecast of product demand and production requirements for the next twelve months. Qur industry is charac-
terized by rapid technological change, frequent new product development, and rapid product obsolescence that could result in an
increase in the amount of obsolete inventory quantities on hand. As demonstrated during the past three fiscal years, demand for our
products can fluctuate significantly. A significant increase in the demand for our products could result in a short-term increase in the
cost of inventory purchases while a significant decrease in demand could result in an increase in the amount of excess inventory
quantities on hand. In addition, our estimates of future product demand may prove to be inaccurate, in which case we may have
understated or overstated the provision required for excess and obsolete inventory. In the future, if our inventory is determined to be
overvalued, we would be required to recognize additional expense in our cost of goods sold at the time of such determination.
Likewise, if our inventory is determined to be undervalued, we may have over-reported our costs of goods sold in previous periods
and would be required to recognize additional gross profit at the time such inventory is sold. Although we make reasonable efforts
to ensure the accuracy of our forecasts of future product demand, any significant unanticipated changes in demand or technologi-
cal developments could have a material effect on the value of our inventory and our reported operating results.

income Taxes

We recognize current and deferred tax assets and liabilities, as well as the associated income statement benefit or expense, based
on our reported operating results and the differences between the financial statement carrying values and the tax bases of assets
and liabilities in each separate tax jurisdiction within which we conduct business. We do not provide deferred U.S. income taxes
on undistributed earnings from certain foreign subsidiaries where we consider such earnings to be permanently reinvested. Given
the global scope of our operations and the complexity of global tax and transfer pricing rules and reguiations, it has become
increasingly difficult to predict and thereafter realize our earnings within each tax jurisdiction. This has resulted in, and could con-
tinue to result in, significant fluctuations in our effective tax rate.

We regularly review our deferred tax assets for recoverability and establish a valuation allowance based on historical taxable
income, projected future taxable income, and the expected timing of the reversals of existing temporary differences within each
taxing jurisdiction.
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Goodwill, Intangible Assets and Long-Lived Assets

We record the assets acquired and liabilities assumed in business combinations at their respective fair values at the date of acqui-
sition, with any excess purchase price recorded as goodwill. Because of the expertise required to value intangible assets and in-
process research and development, we typically engage independent valuation specialists to assist us in determining those values.
Valuation of intangible assets and in-process research and development entails significant estimates and assumptions including, but
not limited to, determining the timing and expected costs to complete development projects, estimating future cash flows from prod-
uct sales, developing appropriate discount rates, estimating probability rates for the successful completion of development projects,
continuation of customer relationships and renewal of customer contracts, and approximating the useful lives of the intangible assets
acquired. To the extent actual results differ from these estimates, our future results of operations may be affected.

We review the recoverability of the carrying value of goodwill on an annuat basis or more frequently when an event occurs or cir-
cumstances change to indicate that an impairment of goodwill has possibly occurred. The determination of whether any potentiai
impairment of goodwill exists is based upon a comparison of the fair value of a reporting unit to the accounting value of the under-
lying net assets of such reporting unit. To determine the fair value of a reporting unit, we utilize subjective valuations for the report-
ing unit based upon a discounted cash flow analysis. The discounted cash flow analysis is dependent upon a number of various
factors including estimates of forecasted revenues and costs, appropriate discount rates and other variables. If the fair value of
the reporting unit is less than the carrying value of the underlying net assets, goodwill is deemed impaired and an impairment loss
is recorded to the extent that the carrying value of goodwill is less than the difference between the fair value of the reporting unit
and the fair value of all its underlying identifiable assets and liabilities.

Purchased intangible assets with determinable useful lives are carried at cost less accumulated amortization, and are amortized
using the straight-line method over their estimated useful lives, which generally range up to 6 years. We review the recoverability of
the carrying value of identified intangibles and other long-lived assets, including fixed assets, whenever events or changes in circum-
stances indicate that the carrying amount of an asset may not be recoverable. Recoverability of these assets is determined based

a upon the forecasted undiscounted future net cash flows expected to result from the use of such asset and its eventual disposition.
Our estimate of future cash flows is based upon, among other things, certain assumptions about expected future operating perform-
ance, growth rates and other factors. The actual cash flows realized from these assets may vary significantly from our estimates
due to increased competition, changes in technology, fluctuations in demand, consolidation of our customers and reductions in aver-
age selling prices. If the carrying value of an asset is determined not to be recoverable from future operating cash flows, the asset
is deemed impaired and an impairment loss is recognized to the extent the carrying value exceeds the estimated fair market value
of the asset. While we do not believe that any of our intangible or other long-lived assets are currently impaired, any future impair-
ment of such assets could have a material adverse affect on our financial position and results of operations.

Warranties

We offer warranties of various lengths to our customers depending upon the specific product and terms of the customer purchase
agreement. Our standard warranties require us to repair or replace defective product returned to us during such warranty period at no
cost to the customer. We record an estimate for standard warranty-related costs based on our actual historical return rates and repair
costs at the time of the sale and update such estimate throughout the warranty period. While our warranty costs have historically been
within our expectations and the provisions established, we cannot guarantee that we will continue to experience the same warranty
return rates or repair costs that we have in the past. We also have contractual commitments to various customers that require us to
incur costs to repair an epidemic defect with respect to our products outside of our standard warranty period if such defect were to
occur. Any costs related to epidemic defects are generally recorded at the time the epidemic defect becomes known to us and the
costs of repair can be reasonably estimated. While we have not historically experienced significant costs related to epidemic defects,
we cannot guarantee that we will not experience significant costs to repair epidemic defects in the future. A significant increase in
product return rates, a significant increase in the costs to repair our products, or an unexpected epidemic defect in our products, could
have a material adverse effect on our operating results during the period in which such returns or additional costs materialize.

Accruals for Restructuring and Impairment Charges

We recorded $1.3 miliion, $2.6 million and $15.5 million of restructuring and impairment charges during fiscal years 2005, 2004 and
2003, respectively. In connection with the REMEC Wireless Acquisition during the third quarter of fiscal 2005, we formulated and
began to implement our plan to restructure and integrate the combined operations. We recognized $12.6 million as liabilities in con-
nection with the acquisition for estimated restructuring and integration costs related to the consolidation of REMEC's Wireless oper-
ations, including severance and future lease obligations on excess facilities. The implementation of the restructuring and integration
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plan is in process and further actions are expected pending the further assessment of workforce and facility related requirements
and certain product related decisions with respect to duplicate technology, product defects and inventory for which there will no
longer be an active market for the combined company. Integration activities related 1o this restructuring plan are currently expected
to continue through the fourth quarter of fiscal 2006. In addition, as a result of the acquisition of LGP Allgon in May 2004, we record-
ed $26.6 million of additional restructuring liabilities and asset write-downs under purchase accounting for expected integration and
consolidation activities related to their operations. Integration activities related to this restructuring plan are currently expected to
continue through the second quarter of fiscal 2006. These restructuring and impairment accruals related primarily to workforce
reductions, consolidation of facilities, and the discontinuation of certain product lines, including the associated write-downs of inven-
tory, manufacturing and test equipment, and certain intangible assets. Such accruals were based on estimates and assumptions
made by management about matters which were uncertain at the time, including the timing and amount of sublease income that will
be recovered on vacated property and the net realizable value of used equipment that is no longer needed in our continuing oper-
ations. While we used our best current estimates based on facts and circumstances available at the time to quantify these charges,
different estimates could reasonably be used in the relevant periods to arrive at different accruals and/or the actual amounts incurred
or recovered may be substantially different from the assumptions utilized, either of which could have a material impact on the pres-
entation of our financial condition or results of operations for a given period. As a result, we periodically review the estimates and
assumptions used and reflect the effects of those revisions in the period that they become known.

New Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standard No.
123R, Share-Based Payment ("SFAS 123R”"), a revision of SFAS 123, Accounting for Stock-Based Compensation. SFAS 123R
requires the Company to, among other things, measure all employee stock-based compensation awards using a fair value method
and record such expense in the Company’s consolidated financial statements. This statement becomes effective for annual peri-
ods beginning after June 15, 2005. Adoption of the expensing requirements will reduce future reported earnings in a manner sim-
ilar to that described in “Note 2. Summary of Significant Accounting Policies” under the heading “Stock-Based Compensation” in
the “Notes to the Consolidated Financial Statements”. In addition, SFAS 123R also requires the benefits of tax deductions in excess 5
of recognized compensation cost to be reported as a financing cash flow, rather than as an operating cash flow as required under
current literature. This requirement will reduce net operating cash flows and increase net financing cash flows in the periods after
adoption. The Company adopted the provisions of SFAS 123R in the first quarter of 2006 and does not expect the impact on fis-
cal 2006 to be material.

In November 2004, the FASB issued Statement of Financial Accounting Standard No. 151, inventory Costs, an amendment of ARB
No. 43, Chapter 4 (“SFAS 151”). SFAS 151 clarifies that abnormal inventory costs such as costs of idle facilities, excess freight and
handling costs, and wasted materials (spoilage) are required to be recognized as current period charges. The provisions of SFAS
151 become effective for fiscal years beginning after June 15, 2005. We do not expect the adoption of SFAS 151 to have any impact
on our consolidated financial statements.

In May 2005 the FASB issued Statement of Financial Accounting Standard No. 154, Accounting Changes and Error Corrections
(“SFAS 154"). SFAS 154 replaces APB Opinion No. 20 and SFAS No. 3. SFAS 154 provides guidance on the accounting for and
reporting of accounting changes and error corrections. SFAS No. 154 is effective for accounting changes and corrections of errors
made in fiscal years beginning after December 15, 2005. We have adopted this Statement beginning January 1, 2006.
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Results of Operations

The following table summarizes Powerwave's results of operations as a percentage of net sales for the years ended January 1,
2006, January 2, 2005, and December 28, 2003:

Fiscal Years Ended

January 1, January 2, December 28,
2006 2005 2003
Net sales 100.0% 100.0% 100.0%
Cost of sales:
Cost of goods 73.8 76.4 89.6
Intangible asset amortization 1.1 1.0 0.3
Restructuring and impairment charges — 0.1 33
Acquired inventory incremental costs 0.2 0.1 —
Total cost of sales 751 77.6 93.2
Gross profit 249 224 6.8
Operating expenses:
Sales and marketing 49 6.0 48
Research and deveiopment 7.4 10.0 16.3
General and administrative 5.1 5.1 5.8
intangible asset amortization 1.0 1.6 —
In-process research and development — 4.9 —
Restructuring and impairment charges 0.2 04 32
Total operating expenses 18.6 28.0 30.1
Operating income {loss) 6.3 {5.6) (23.3)
Other income, net 0.2 — 1.0
income (loss) before income taxes 6.5 (5.6) (22.3)
Provision for {benefit from) income taxes 0.4 9.6 (8.6
Net income (loss) 8.1% (15.2)% (13.7)%

Years ended January 1, 2006 and January 2, 2005

Net Sales

Our sales are derived primarily from the sale of wireless communications network products and coverage solutions, including
antennas, boosters, combiners, filters, radio frequency power amplifiers, repeaters, tower-mounted ampilifiers and advanced cov-
erage solutions for use in cellular, PCS, and 3G wireless communications networks throughout the world. We also manufacture
and sell advanced industrial components, primarily for the automotive and food industries, under contract manufacturing arrange-
ments. Sales increased by 74% to $825.1 million for the year ended January 1, 2008, from $473.9 million, for the year ended
January 2, 2005. This increase was primarily due to the impact of our acquisition of LGP Allgon during the second quarter of fis-
cal 2004 and our acquisition of selected assets and liabilities of REMEC Wireless Business in the third quarter of fiscal 2005. Fiscal
2005 includes the results of LGP Aligon for the entire period while fiscal 2004 only includes the results of LGP Aligon for May
through December. Fiscal 2005 also includes the results of the REMEC Wireless Acquisition from September 2005 forward. Fiscal
2005 also benefited from increased demand for wireless infrastructure products particularly in the North America marketplace.
During 2005, Cingular Wireless was the largest customer in North America, reflecting its multi-year GSM upgrade program and its
initial build out of a UMTS system in North America.
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The following table presents an analysis of our net sales based upon business segment:
Fiscal Years Ended
(in thousands)

Segment January 1, 2006 January 2, 2005

Wireless communications $ 784,330 95.1% $ 448,867 94.7%

Contract manufacturing 40,748 4.9% 25,047 5.3%

Total sales $825.078 100.0% $473914 100.0%

The contract manufacturing business segment was acquired in May 2004 as part of our purchase of LGP Aligon and operates
under the name Arkivator.

The following table presents a further analysis of our sales within the wireless communications business segment based upon
product group:

Fiscal Years Ended
(in thousands)

Wireless Communications Product Group January 1, 2006 January 2, 2005

Antenna systems $ 246,220 31.4% $ 110,991 24.7%
Base station subsystems 457,260 58.3% 277,521 61.8%
Coverage solutions 80,850 10.3% 60,355 13.5%
Total net sales $ 784,330 100.0% $ 448,867 100.0%

Antenna systems consist of base station antennas and tower-mounted amplifiers. Base station subsystems consist of products that
are installed into or around the base station of wireless networks and include products such as boosters, combiners, filters and
radio frequency power amplifiers. Coverage solutions consist primarily of repeaters and advanced coverage solutions. The increase
in all three product groups during the fiscal year ended January 1, 2006 as compared tc the fiscal year ended January 2, 2005
was a result of our acquisitions of both LGP Allgon and REMEC Wireless as well as increased demand for wireless infrastructure
products which we believe is being driven by wireless network operators desire to improve the performance of their networks as
well as their desire to upgrade wireless networks to offer next generation services.

We track the geographic location of our sales based upon the location of our customers to which our products are shipped. Since
many of our customers purchase products from us at central locations and then reship the product with other base station equip-
ment to locations throughout the world, we are unable to identify the final installation location of our products. The following table
presents an analysis of our net sales based upon the geographic area to which a product was shipped:

Fiscal Years Ended
(in thousands)

Geographic Area January 1, 2006 January 2, 2005

Americas $ 307,055 37.2% $ 141,292 29.8%
Asia 76,303 9.2% 61,895 13.1%
Europe 433,770 52.6% 260,838 55.0%
Other international 7,950 1.0% 9,889 2.1%
Total net sales $825.078 100.0% $ 473,914 100.0%

Revenues in the Americas, Asia Pacific, and Europe locations increased during fiscal 2005 as compared to fiscal 2004 as a result
of our acquisitions of LGP Allgon and REMEC Wireless as well as increased demand for wireless infrastructure products. Since
wireless network infrastructure spending is dependent on individual network coverage and capacity demands, we do not believe
that our revenue fluctuations for any geographic region are necessarily indicative of a predictable trend for our future revenues by
geographic area.
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For the year ended January 1, 2006, total sales to Cingular Wireless accounted for approximately 15% of sales and sales to Nokia
each accounted for 10% or more of sales. For the year ended January 2, 2005, total sales to Nortel accounted for approximately
24% of sales and sales to Nokia accounted for 10% or more of sales. The decrease in the percentage of our sales to Nortel during
fiscal 2005 is the result of our acquisitions, which substantially increased our total revenues and number of customers, as well as a
reduction in demand for products purchased by Nortel. Notwithstanding the LGP Allgon and REMEC Wireless acquisitions, our busi-
ness remains largely dependent upon the limited number of customers within the wireless communications market and we cannot
guarantee that we will continue to be successful in attracting new customers or retaining or increasing business with our existing
customers. As a result, our revenues could be significantly reduced if a large customer reduced its demand for our products.

A number of factors have caused delays and may cause future delays in new wireless infrastructure and upgrade deployment
schedules throughout the world, including deployments in the United States, Europe, Asia, South America and other areas. In addi-
tion, a number of factors may cause original equipment manufacturers to alter their outsourcing strategy concerning certain wire-
less communications network products, which could cause such original equipment manufacturers to reduce or eliminate their
demand for external supplies of such products or shift their demand to alternative suppliers or internal suppliers. Such factors
include lower perceived internal manufacturing costs and competitive reasons to remain vertically integrated. Due to the possible
uncertainties associated with wireless infrastructure deployments and original equipment manufacturer demand, we have experi-
enced and expect to continue to experience significant fluctuations in demand from our original equipment manufacturer and net-
work operator customers. Such fluctuations have caused and may continue to cause significant reductions in our revenues and/or
operating results, which has adversely impacted and may continue to adversely impact our business, financial condition and results
of operations.

Cost of Sales and Gross Profit

Our cost of sales includes both fixed and variable cost components and consists primarily of materials, assembly and test labor,
overhead, which includes equipment and facility depreciation, transportation costs, warranty costs and amortization of product-
related intangibles. Components of our fixed cost structure include test equipment and facility depreciation, purchasing and pro-
curement expenses and quality assurance costs. Given the fixed nature of such costs, the absorption of our overhead costs into
inventory decreases and the amount of overhead variances expensed to cost of sales increases as volumes decline since we
have fewer units to absorb our overhead costs against. Conversely, the absorption of our overhead costs into inventory increas-
es and the amount of overhead variances expensed to cost of sales decreases as volumes increase since we have more units
to absorb our overhead costs against. As a result, our gross profit margins generally decrease as revenue and volumes decline
due to lower sales volume and higher amounts of overhead variances expensed to cost of sales; and our gross profit margins
generally increase as our revenue and volumes increase due to higher sales volume and lower amounts of overhead variances
expensed to cost of sales.

The following table presents an analysis of our gross profit:

Fiscal Years Ended
{in thousands)

January 1, 2006 January 2, 2005

Net sales $ 825,078 100.0% $473,914 100.0%
Cost of sales:

Cost of goods 609,325 73.8% 361,995 76.4%
Intangible asset amortization 8,740 1.1% 4,615 1.0%
Restructuring and impairment charges — — % 506 0.1%
Acquired inventory incremental costs 1,405 0.2% . 877 0.1%
Total cost of sales 619,470 75.1% 367,993 77.6%
Gross profit $ 205,608 24.9% $ 105,921 22.4%

QOur gross profit margins improved during fiscal 2005 due to the increased revenue and cost savings realized from the integration
of purchasing activities following our acquisition of LGP Allgon, as well as cost reductions realized from the relocation and consol-
idation of certain manufacturing activities to lower cost locations in Asia. This impact was slightly offset by increased amortization
of product-related intangibles primarily acquired in connection with the acquisitions of LGP Aligon and REMEC Wireless.
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The wireless communications infrastructure equipment industry is extremely competitive and is characterized by rapid technolog-
ical change, new product development and product obsolescence, evolving industry standards and significant price erosion over
the life of a product. Certain of our competitors have aggressively lowered prices in an attempt to gain market share. Due to these
competitive pressures and the pressures of our customers to continually lower product costs, we expect that the average sales
prices of our products will continue to decrease and negatively impact our gross margins. In addition, we have introduced new prod-
ucts at lower sales prices and these lower sales prices have impacted the average sales prices of our products. We have also
reduced prices on our existing products in response to our competitors and customer demands. We currently expect that pricing
pressures will remain strong in our industry. Future pricing actions by our competitors and us may adversely impact our gross prof-
it margins and profitability, which could result in decreased liquidity and adversely affect our business, financial condition and
results of operations.

We continue to strive for manufacturing and engineering cost reductions to offset pricing pressures on our products, as evidenced
by our decision following the acquisition of LGP Aligon to consolidate our worldwide manufacturing operations and our plan to
reduce manufacturing costs associated with our REMEC Wireless Acquisition. However, we cannot guarantee that these cost
reduction, outsourcing or product redesign efforts will keep pace with price declines and cost increases. If we are unable to further
reduce our costs through our manufacturing, outsourcing and/or engineering efforts, our gross margins and profitability will be
adversely affected.

Operating Expenses

The following table presents a breakdown of our operating expenses by functional category and as a percentage of net sales:

Fiscal Years Ended
(in thousands)

Operating Expenses January 1, 2006 January 2, 2005

Sales and marketing $ 39,955 4.9% $ 28,461 6.0%
Research and development 61,032 7.4% 47,188 10.0%
General and administrative 42,308 5.1% 24,291 51%
Intangible asset amortization 8,368 1.0% 7,355 1.6%
In-process research and development 350 — % 23,450 4.9%
Restructuring and impairment charges 1,331 0.2% 2,103 0.4%
Total operating expenses $ 153,344 18.6% $ 132,848 28.0%

Sales and marketing expenses consist primarily of sales salaries and commissions, travel expenses, charges for customer demon-
stration units and trade show expenses. Sales and marketing expenses increased by $11.5 million, or 40.4%, during fiscal 2005
as compared to fiscal 2004. The increase resulted from our acquisitions of LGP Allgon and REMEC Wireless, as well as increased
revenues and the associated increase in commission payments and accruals for incentive payments earned under our incentive
bonus programs that are payable as a result of our improved profitability. These were slightly offset by consolidation and cost reduc-
tion activities associated with both our major acquisitions.

Research and development expenses consist of ongoing product design and development expenses as well as design expenses
associated with reducing the cost and improving the manufacturability of existing products. Current programs include antennas,
base station subsystems including radio frequency power amplifiers and coverage solution products. Research and development
expenses can fluctuate dramatically from period to period depending on numerous factors including new product introduction
schedules, prototype developments and hiring patterns. Research and development expenses increased by $13.8 million, or
29.3%, during fiscal 2005 as compared to fiscal 2004. This increase is due to our acquisitions of LGP Aligon and REMEC Wireless,
which significantly increased the number of people working in our research and development area as well as increased the num-
ber of product areas within which such work is undertaken in, as well as accruals for incentive payments earned under our incen-
tive bonus programs that are payable as a result of our improved profitability. This increase was partially offset by savings realized
as part of our integraticn activities from personnel reductions and facility consolidations

General and administrative expenses consist primarily of salaries and other expenses for management, finance, information sys-
tems, facilities and human resources. General and administrative expenses increased $18.0 million, or 74.2%, during fiscal 2005 as
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compared to fiscal 2004. This increase was due to our acquisitions of LGP Aligon and REMEC Wireless, which added multiple oper-
ating locations. We incurred $2.5 million of costs associated with documentation and testing of our internal controls over financial
reporting as part of our Sarbanes-Oxley compliance efforts. In addition, fiscai 2005 included accruals for incentive payments earned
under our incentive bonus programs that are payable as a resuit of our improved profitability.

Amortization of customer-related intangibles, primarily from the LGP Allgen and REMEC Wireless acquisitions, amounted to $8.4 mil-
lion for fiscal 2005, compared to $7.4 million for fiscal 2004. There were no in-process research and development expenses associ-
ated with the REMEC Wireless Acquisition. We recorded a one-time charge of $0.4 million in fiscal 2005 for purchased in-process
research and development that was expensed upon completion of the Kaval acquisition, compared to $23.5 million in fiscal 2004 that
was expensed upon completion of the LGP Aligon acquisition. These charges related to certain product development activities that
had not reached technological feasibility such that successfut development was uncertain and no future alternative uses existed.

Other Income, net

The foliowing table presents a breakdown of other income, net:

Fiscal Years Ended
(in thousands)

January 1, 2006 January 2, 2005
Interest income $ 7,644 0.9% $2,920 0.7%
Interest expense (7,719) (0.9% (3.861) 0.7%
Foreign currency gain, net 393 —% 394 — %
Other income 1,297 0.2% 665 —%
Total other income $ 1,615 0.2% $ 118 —%

Other income, net consists primarily of interest income, less interest expense. Interest income increased by $4.7 million during fis-
cal 2005 primarily due to increased cash balances following the issuance of our 1.875% subordinated convertible notes in
November 2004 and increased short-term interest rates as compared to 2004. This was offset by $3.9 million of additional inter-
est expense during fiscal 2005 primarily due to the interest expense associated with such subordinated convertible notes. While
our foreign currency gains were flat year to year, we cannot predict future foreign exchange gains or losses. Since a majority of
our revenues are earned outside the United States, we are subject to significant foreign currency impacts and our results can be
significantly impacted by such changes.

Provision for Income Taxes

Our effective tax rate differs from the U.S. federal statutory tax rate of 35% primarily due to the utilization of domestic net operat-
ing loss carryforwards that were fully reserved in the fourth quarter of 2004 and the geographic distribution of our income, which
is taxed at various rates depending upon the country where such earnings are reported, as well as the impact of state taxes on
U.S. domestic operations. We recorded a $3.2 million tax provision during fiscal 2005 as compared to a $45.3 million tax provision
for fiscal 2004. The fiscal 2004 provision was due primarily from the establishment of a full valuation allowance against our net U.S.
deferred tax assets. Given the giobal scope of our operations and the difficulty in predicting our earnings in each tax jurisdiction,
we expect that our effective tax rate will fluctuate in the future.
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Met income (Loss)

The following table presents a reconciliation of operating income (loss) to net income (loss):

Fiscal Years Ended
(in thousands)

January 1, 2006 January 2, 2005
Operating income (Ioss) $52,264 $(26,927)
Other income, net 1.615 118
Income (ioss) before income taxes 53,879 {26,809)
Provision for income taxes 3,233 45313
Net income (loss) $ 50,646 $ (72,122

The net income for the year ended January 1, 2006 was $50.6 million compared to net loss of $72.1 million for the year ended
January 2, 2005. The increase in net income for fiscal 2005 as compared to fiscal 2004 was primarily due to our larger revenues
and manufacturing cost savings which generated larger gross profits which resulted in significant operating income, and thereby
net income. Fiscal 2004 was negatively impacted by our recording of a non-cash charge of $45.0 miflion to establish a full valua-
tion allowance against our net U.S. deferred tax assets as well as the in-process research and development charge and increased
amortization of purchased intangibles resulting from the LGP Allgon acquisition in fiscal 2004. in addition, the results for fiscal 2004
included $25.5 million of in-process research and development and restructuring and impairment charges.

Years ended January 2, 2005 and December 28, 2003

Net Sales
For fiscal years 2003 and the first half of 2004, our sales were derived primarily from the sale of radio frequency power amplifiers
for use in wireless communications networks. Sales increased by 98% to $473.9 million, for the year ended January 2, 2005, from

$239.1 million, for the year ended December 28, 2003. This increase was primarily due to our acquisition of LGP Allgon which was
included in our results from May 2004 forward.

The following table presents an analysis of our net sales based upon the geographic area to which a product was shipped:

Fiscal Years Ended
{in thousands)

Geographic Area January 2, 2005 December 28, 2003

Americas $ 141,292 29.8% $ 128,350 53.7%
Asia 61,895 13.1% 31,974 13.4%
Europe and other international 270,727 57.1% 78,745 32.9%
Total net sales $ 473,914 100.0% $ 239.069 100.0%

Revenues in the Americas, Asia Pacific and Europe and other international locations increased in fiscal 2004 as compared to fis-
cal 20083 primarily as a result of our acquisition of LGP Allgon. The significant growth in our European revenues is due to the sig-
nificant percentage of LGP Aligon revenues generated in Europe, as this company was headguartered in Sweden. Since wireless
network infrastructure spending is dependent on individual network coverage and capacity demands during the year, we do not
believe that our revenue fluctuations for any geographic region are necessarily indicative of a predictable trend for our future rev-
enues by geographic area.

For the year ended January 2, 2005, total sales to Norte! accounted for approximately 24% of sales and sales to Nokia account-
ed for 10% or more of sales for such period. For the year ended December 28, 2003, total sales to Nortel accounted for approxi-
mately 57% of sales and sales to Nokia accounted for 10% or more of sales. Our business is dependent upon a limited number of
customers and we cannot guarantee that we will continue to be successful in attracting new customers or retaining or increas-
ing business with our existing customers. Notwithstanding the acquisition of LGP Allgon, our business remains largely dependent
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upon the limited number of customers within the wireless communications market and we cannot guarantee that we will continue
to be successful in attracting new customers or retaining or increasing business with our existing customers.

Cost of Sales and Gross Profit

The following table presents an analysis of our gross profit:

Fiscal Years Ended
(in thousands)

January 2, 2005 December 28, 2003

Net sales $ 473914 100.0% § 239,069 100.0%
Cost of sales:

Cost of goods 362,872 76.5% 214,247 89.6%
intangible asset amortization 4,615 1.0% 756 0.3%
Restructuring and impairment charges 506 0.1% 7,851 3.3%
Total cost of sales 367.993 77.6% 222,854 93.2%
Gross profit $ 105921 22.4% _$ 16215 6.8%

Our gross profit margins were favorably impacted during fiscal 2004 by the increased revenue from the enfarged product portfolic
and initial cost savings realized from the integration of purchasing activities following our acquisition of LGP Aligon, as well as the
initial cost savings realized from the consolidation of LGP Allgon manufacturing activities. In addition, we realized cost savings from
the outsourcing of the production of our radio frequency power amplifier products to contract manufacturers during fiscat 2003. This
impact was slightly offset by increased amortization of product-related intangibles primarily acquired in connection with the acqui-
sition of LGP Aligon as well as additional overhead costs associated with the LGP Allgon manufacturing facilities. During the fis-
cal year ended January 2, 2005, we recorded restructuring and impairment charges within cost of sales of approximately $0.5 mil-
lion primarily related to severance costs resulting from the rationalization of Powerwave operations as part of our integration plans
with LGP Allgon. This compares to restructuring and jmpairment charges of $7.9 million during the fiscal year ended December
28, 2003, primarily related to the outsourcing of our radio frequency power amptifier manufacturing operations and new product
introductions that accelerated the timing of certain technology transitions. See “Note 9. Restructuring and Impairment Charges” in
the “Notes to Consolidated Financial Statements” for additionat information.

Operating Expenses

The following table presents a breakdown of our operating expenses by functional category and as a percentage of net sales:

Fiscal Years Ended
(in thousands)

January 2, 2005 December 28, 2003
Sales and marketing $ 28,461 6.0% $ 11,557 4.8%
Research and development 47,188 10.0% 38,928 16.3%
General and administrative 24,291 5.1% 13,946 5.8%
Intangible asset amortization 7,355 1.6% —_ —
In-process research and development 23,450 4.9% — —
Restructuring and impairment charges 2,103 0.4% 7.608 32%
Total operating expenses $ 132,848 28.0% $72.039 301%

L

Sales and marketing expenses increased by $16.9 million, or 146.3%, during fiscal 2004 as compared to fiscal 2003 primarily as
a result of our acquisition 1o LGP Allgon, as well as higher personnel costs and professional fees. The acquisition of LGP Aligon
added approximately 54 people to our sales and marketing groups which represented an approximate 125% increase over our pre-
vious staffing levels.
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Research and development expenses increased by $8.3 million, or 21.2%, during fiscal 2004 as compared to fiscal 2003. This
increase is primarily attributable to our acquisition of LGP Allgon which resulted in the addition of approximately 223 people to our
research and development groups, nearly doubling these resources. This increase was partially offset by a decrease in material
costs related to prototype and pre-production builds for new product introductions and personnel reductions as part of our consol-
idation activities.

General and administrative expenses increased by $10.3 million, or 74.2%, during fiscal 2004. Approximately 25% of this increase
was due to increased personnel costs and professional fees incurred by the legacy Powerwave operations. The remaining increase
was a result of our acquisition of LGP Allgen and increased facility personnel costs and professional fees. Approximately 106 peo-
ple were added to our general and administrative groups as part of the LGP Allgon acquisition. Additional personnel expenses
associated with LGP Allgon were approximately $5.5 million and additional depreciation was approximately $1.5 million.

Amortization of customer-related intangibles acquired in the LGP Ailgon acquisition amounted to $7.4 million for fiscal 2004, com-
pared to no such charges during fiscal 2003. We also recorded a one-time charge of $23.5 million for purchased in-process
research and development that was expensed upon completion of the LGP Allgon acquisition. This charge related to certain prod-
uct development activities of LGP Aligon that had not reached technological feasibility such that successful development was
uncertain and no future alternative uses existed. No similar in-process research and development charges were recorded in fiscal
2003. See “Note 17. Acquisitions” of the “Notes to Consolidated Financial Statements” for a discussion of in-process research and
development expenses.

Restructuring and impairment charges amounted to $2.1 million during fiscat 2004 compared to $7.6 million during fiscal 2003.
The charges recorded during fiscal 2004 related primarily to the rationalization of Powerwave operations as part of our integration
plans with LGP Aligon, including workforce reductions and facility consolidations. The charges recorded during fiscal 2003 related
primarily to workforce reductions and the write-down of excess equipment related to the outsourcing of our radio frequency power
amplifier manufacturing operations, as well as the write-down of goodwill and certain customer-related intangibles. See “Note 5.
Goodwill” and “Note 9. Restructuring and Impairment Charges” in the “Notes to Consolidated Financial Statements” for additional
information.

Other Income, net

The following table presents a breakdown of other income, net:

Fiscal Years Ended
(in thousands)

January 2, 2005 December 28, 2003
Interest income $ 2,920 0.7 % $2,425 1.0%
Interest expense (3,861) 0.7)% (1,162) (0.5)%
Foreign currency gain, net 394 —% 33 —%
Other income 665 =% 1.098 0.5%
Total other income $ 118 —% $2394 1.0%

Other income, net, decreased to $0.1 million for the year ended January 2, 2005, from $2.4 million during the year ended
December 28, 2003. The decrease in other income, net, for fiscal 2004 was primarily due to a full year of interest expense asso-
ciated with our 1.25% subordinated convertible notes issued in July 2003 and interest expense associated with our 1.875% sub-
ordinated convertible notes issued in November 2004.

Provision for (Benefit from) Income Taxes

We recorded a $45.3 million tax provision resulting primarily from the establishment of a full valuation allowance against our net
U.S deferred tax assets during the year ended January 2, 2005. We recorded a tax benefit of 38.5% for the year ended December
28, 2003. Our effective tax rate differs from the U.S federal statutory rate of 35% primarily due to the impact of state taxes on
domestic operations, foreign taxes on international operations and the change in valuation allowance.
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Net Loss

The following table presents a reconciliation of operating loss to net loss:

Fiscal Years Ended
{in thousands)

January 2, 2005 December 28, 2003
Operating loss $(26,927) $ {55,824)
QOther income, net 118 2,394
Loss before income taxes (26,809) (53,430)
Provision for (benefit from) income taxes 45313 (20,571)
Net loss $(72.122) $ (32,859)

The net loss for the year ended January 2, 2005 was $72.1 million compared to net loss of $32.9 million for the year ended
December 28, 2003. The net loss for fiscal 2004 was higher than the net loss for fiscal 2003 primarily due to our recording of a
non-cash charge of $45.0 million to establish a full valuation allowance against our net U.S. deferred tax assets as well as the in-
process research and development charge and increased amortization of purchased intangibles resulting from the LGP Aligon
acquisition. For fiscal year 2004, our improved operating performance was largely due to cost reduction activities such as the out-
sourcing of manufacturing operations to Asia taken during fiscal year 2003, and the realization of cost synergies from the consol-
idation of LGP Allgon manufacturing activities. The significant increase in overall revenue due to the LGP Allgon acquisition also
contributed to the improved performance.

Restructuring and Impairment Charges
Integration of REMEC’s Wireless Systems Business

In connection with the REMEC Wireless Acquisition during the third quarter of fiscal 2005, we formulated and began to implement
our plan to restructure and integrate the combined operations, As a result, we recorded restructuring charges related to our oper-
ations of approximately $0.4 million during the year ended January 1, 2006. These charges are included in restructuring and
impairment charges within operating expenses in the accompanying condensed consolidated statement of operations. Additionally,
we recognized $12.6 million as liabilities in connection with the acquisition for estimated restructuring and integration costs relat-
ed to the consolidation of REMEC’s Wireless operations, including severance and future lease obligations on excess facilities.
These estimated costs were included in the allocation of the purchase consideration and resulted in additional goodwill pursuant
to EITF 95-3, Recognition of Liabilities in Connection with a Purchase Business Gombination. The implementation of the restruc-
turing and integration plan is in its initial stages and further actions are expected pending the further assessment of workforce and
facility related requirements and certain product related decisions with respect to duplicate technology, product defects and inven-
tory for which there willi no longer be an active market for the combined company. Integration activities related to this restructuring
plan are currently expected to continue through the fourth quarter of fiscal 2006.

Integration with LGP Allgon

In connection with our acquisition of LGP Allgon during the second quarter of fiscal 2004, we formulated and began to implement
our plan to restructure and integrate LGP Aligon’s operations with Powerwave's operations. As a result, we recorded a restruc-
turing charge related to Powerwave’s legacy operations of approximately $2.6 million during fiscal 2004 and $0.9 million during
fiscal 2005 in accordance with SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities. In fiscal 2004, this
amount included approximately $2.2 million in connection with workforce reductions of approximately 118 employees at various
Powerwave operating locations and $0.4 million in connection with certain impaired equipment. In fiscal 2005, this amount includ-
ed approximately $0.9 million of future lease obligations on excess facilities. Based on the job classification of the impacted
employees or the characterization of the underlying assets and lease expenses, approximately $0.5 miflion of this restructuring
charge was recorded in cost of sales in fiscal 2004 and approximately $2.1 million and $0.9 million in fiscal 2004 and 2005,
respectively were recorded in operating expenses. During fiscal 2005, we finalized our restructuring and integration plan with
respect to the consolidation of LGP Aligon’s legacy operations and recorded an additional $3.7 million in restructuring costs relat-
ed to additional workforce reductions and facility closures, bringing the total costs recognized as liabilities and additional asset
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fair value adjustments related to such restructuring and integration plan {o $26.6 million. These estimated costs were included in
the allocation of the purchase price and resulted in additional goodwill pursuant to EITF 95-3, Recognition of Liabilities in
Connection with a Purchase Business Combination. Integration activities related to this restructuring plan are currently expected
to continue through the second quarter of fiscal 2006.

Liquidity and Capital Resources

We have historically financed our operations through a combination of cash on hand, cash provided from operations, equipment
lease financings, available borrowings under bank lines of credit, private debt placements and both private and public equity offer-
ings. Our principal sources of liquidity consist of existing cash balances, short-term investments and funds expected to be gener-
ated from future operations. As of January 1, 2006, we had working capital of $384.6 million, including $232.5 million in unrestrict-
ed cash and cash equivalents, as compared to working capital of $344.1 million at January 2, 2005, which included $282.7 million
in unrestricted cash, cash equivalents and short-term investments. We currently invest our excess cash in short-term, investment-
grade, money-market instruments with maturities of three months or less. We typically hold such investments until maturity and
then reinvest the proceeds in similar money market instruments. We believe that all of our cash investments would be readily avail-
able to us should the need arise.

Cash Flows

The following table summarizes Powerwave’s cash flows for the years ended January 1, 2006 and January 2, 2005:

Fiscal Years Ended
(in thousands)
January 1, 2006 January 2, 2005
15

Net cash provided by (used in):

Operating activities $12,057 $ (13,742)
Investing activities, including acquisitions 64,806 (148,614)
Financing activities 9,158 127,468
Effect of foreign currency transiation (953) 2.486
Net increase (decrease) in cash and cash equivalents $ 85,068 $ (32,402

Net cash provided by operations during fiscal 2005 was $12.1 million as compared to $13.7 million of net cash used in operations
during fiscal 2004. The increase in cash provided by operations during fiscal 2005 is primarily due to our improved profitability in
2005, which was partially offset by higher accounts receivable related to our increased revenues.

Net cash provided by investing activities during fiscal 2005 was $64.8 million as compared to net cash used in investing activities
of $148.6 million during fiscal 2004. The increase of $213.4 million primarily related to maturities of short-term investments of
$135.2 million during fiscal 2005 as compared to investments in marketable securities of $55.1 million during fiscal 2004. At the
end of fiscal 2004, we ceased doing investments in auction rate securities since they are viewed as investments with beyond 3
months maturities, therefore maturing all short-term investments. During fiscal 2004, we incurred net acquisition costs of $88.5 mil-
lion related to the LGP Allgon acquisition and the purchase of shares of LGP Allgon for cash. In addition, we generated $4.5 mii-
lion in proceeds from the disposition of certain assets held for sale that were acquired in the LGP Allgon acquisition and spent
$48.5 million for the Kaval and the REMEC Wireless acquisitions during fiscal 2005. Total capital expenditures during fiscal 2005
and fiscal 2004 were approximately $29.6 million and $12.7 million, respectively. The majority of the capital spending during such
periods related to computer hardware and test equipment utilized in our manufacturing and research and development areas. The
increase in capital spending in 2005 is largely related to additional manufacturing equipment purchased for our Arkivator subsidiary.

The $9.2 million in net cash provided by financing activities during fiscal 2005 as compared to the $127.5 million in net cash pro-
vided by financing activities during fiscal 2004, was primarily proceeds from the issuance of our Common Stock under our employ-
ee stock option programs and our Employee Stock Purchase Plan during 2005. The amounts in 2004 resulted primarily from our
November 2004 issuance of $200.0 million of 1.875% convertible subordinated notes due November 2024, offset by the simulta-
neous repurchase of $40.0 million of our Common Stock and the repayment of $33.1 million of debt assumed from LGP Allgon.
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We currently believe that our existing cash balances and funds expected to be generated from operations will provide us with suf-
ficient funds to finance our current operations for at teast the next twelve months. Our principal source of liquidity consists of our
existing cash balances. We regularly review our cash funding requirements and attempt to meet those requirements through a com-
bination of cash on hand and cash provided by operations. Our ability to increase revenues and generate profits is subject to
numerous risks and uncertainties, and any significant decrease in our revenues or profitability would reduce our operating cash
flows and erode our existing cash balances. No assurances can be given that we will be able to generate positive operating cash
flows in the future or maintain and/or grow our existing cash balances.

Financing Activities

We currently do not have a committed credit facility. We continue to evaluate our long-term financing needs and may decide in
the future to negotiate a new credit agreement. However, we cannot guarantee that we will be able to establish a new credit agree-
ment on terms acceptable to us. Currently, due to our cash balances, we do not believe that we require a credit line to finance
our operations.

Effective November 10, 2004, we completed the private placement of $200.0 millicn aggregate principal amount of convertible sub-
ordinated notes due November 2024 to Deutsche Bank Securities, Inc. and raised approximately $154.2 million in net proceeds
after the deduction of debt issuance costs and the repurchase of $40.0 million or 5,050,505 shares of our Common Stock. The
notes are convertible into the Common Stock of Powerwave at a conversion price of $11.09 per share and accrue interest at an
annual rate of 1.875%. The notes mature in 2024. Powerwave may redeem the notes beginning on November 21, 2009 until
November 20, 2010 and on or after November 21, 2010 until November 20, 2011, if the closing price of Powerwave's Common
Stock is more than $17.74 and $14.42, respectively, for at least 20 trading days within a 30 consecutive trading day period. The
notes may be redeemed by Powerwave at any time after November 21, 2011, Holders of the notes may require Powerwave to
repurchase all or a portion of their notes for cash on November 15, 2011, 2014 and 2019 at 100% of the principal amount of the
notes, plus accrued and unpaid interest up to but not including the date of such repurchase.

On occasion, we have previously utilized both operating and capital lease financing for certain equipment purchases used in our
manufacturing and research and development operations and may selectively continue to do so in the future. We may require addi-
tional funds in the future to support our working capital requirements or for other purposes such as acquisitions, and we may seek
to raise such additional funds through the sale of public or private equity and/or debt financings, as well as from other sources. Our
ability to secure additional financing or sources of funding is dependent upon our financial performance, credit rating and the mar-
ket price for our Common Stock, which are both directly impacted by our ability to grow revenues and generate profits. We can
make no guarantees that we will be able to obtain additional financing or secure new financing arrangements in the future. If our
operating performance was to deteriorate and our cash balances were to be significantly reduced, we would likely encounter more
difficult environment in terms of raising additionai funding to support our business.

Off-Balance Sheet Arrangements

Our off-balance sheet arrangements consist primarily of conventional operating leases, purchase commitments and other commit-
ments arising in the normal course of business, as further discussed below under “Contractual Obligations and Commercial
Commitments.” As of January 1, 2006, we did not have any other relationships with unconsolidated entities or financial partners,
such as entities often referred to as structured finance or special purpose entities, which would have been established for the pur-
pose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.

Contractual Obligations and Commercial Commitments

We incur various contractual obligations and commercial commitments in our normal course of business. Such obligations and
commitments consist primarily of the following:

Long-Term Debt

At January 1, 2006, we had $330.0 million of long-term debt, consisting of our outstanding $130.0 million 1.25% convertible subor-
dinated notes due July 2008 and our $200.0 million 1.875% convertible subordinated notes due November 2024. These notes are
convertible into shares of our Common Stock at the option of the holder. See “Note 10. Financing Arrangements and Long-Term
Debt” in the “Notes to Consolidated Financial Statements” for additional information.
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Capital Lease Obligations

Our current outstanding capital fease obligations of $1.0 million relate primarily to manufacturing and test equipment and are
included as part of other current and non-current liabilities within our consolidated balance sheet.

Operating Lease Obligations

We have various operating leases covering vehicles, equipment, facilities and sales offices located throughout the world.

Purchase Commitments with Contract Manufacturers

We generally issue purchase orders to our contract manufacturers with delivery dates from four to six weeks from the purchase
order date. In addition, we regularly provide such contract manufacturers with rolling six-month forecasts of material and finished
goods reguirements for planning and long-lead time parts procurement purposes only. We are committed to accept delivery of
materials pursuant to our purchase orders subject to various contract provisions which allow us to delay receipt of such orders or
cancel orders beyond certain agreed lead times. Such canceilations may or may not result in cancellation costs payabie by us. in
the past, we have been required to take delivery of materials from our suppliers that were in excess of our requirements and we
have previously recognized charges and expenses related to such excess material. If we are unable to adequately manage our
contract manufacturers and adjust such commitments for changes in demand, we may incur additional inventory expenses relat-
ed to excess and obsolete inventory. Such expenses could have a material adverse effect on our business, financial condition and
results of operations.

Other Commitments

We also incur various purchase obligations with other vendors and suppliers for the purchase of inventory, as well as other goods
and setrvices, in the normal course of business. These obligations are generally evidenced by purchase orders with delivery dates
from four to six weeks from the purchase order date, and in certain cases, supply agreements that contain the terms and condi-
tions associated with these purchase arrangements. We are committed to accept delivery of such materials pursuant to such pur-
chase orders subject to various contract provisions which allow us to delay receipt of such orders or cancel orders beyond certain
agreed lead times. Such cancellations may or may not result in cancellation costs payable by us. In the past, we have been required
to take delivery of materials from our suppliers that were in excess of our requirements and we have previously recognized charges
and expenses related to such excess material. If we are not able to adequately manage our supply chain and adjust such commit-
ments for changes in demand, we may incur additional inventory expenses related to excess and obsolete inventory. Such expens-
es could have a material adverse effect on our business, financial condition and results of operations.

We have initiated compulsory acquisition proceedings under Swedish law to acquire the remaining outstanding common shares of
LGP Aligon that were not tendered in our exchange offer. We currently expect to pay approximately $4.6 million as additional pur-
chase price related to such proceedings within the next twelve months.

Guarantees Under Letters of Credit

We occasionally issue guarantees for certain contingent fiabilities under various contractual arrangements, including customer con-
tracts, self-insured retentions under certain insurance policies, and governmental value-added tax compliance programs. These
guarantees normally take the form of standby letters of credit issued by our bank that may be secured by cash deposits or pledges,
or performance bonds issued by an insurance company.

17
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As of January 1, 2006, expected future cash payments related to contractual obligations and commercial commitments were as
follows:

Payments Due by Period
(in thousands)

Less than 1 Year 1-3 Years 3-5 Years Thereafter Total
Short-term and long-term debt
(including interest) $ 5375 $10,750 $ 137,500 $ 252,500 $ 406,125
Capital lease obligations 945 : 33 — —_ 978
Operating lease obligations 6,962 8,672 2,885 4,142 22,661
Purchase commitments with contract
manufacturers 84,187 — — — 84,187
Other purchase commitments 55,513 — — — 55513
Total contractual ohligations and
commercial commitments $ 152,982 _$19.455 $ 140,385 $ 256,642 $ 569,464

We believe that our existing cash balances and funds expected to be generated from future operations will be sufficient to satisfy
these contractual obligations and commercial commitments and that the ultimate payments associated with these commitments
will not have a material adverse effect on our liquidity position.

Disclosure About Stock Option Plans

Our stock option program is a broad-based, long-term retention program that is intended to attract and retain talented employees
and align stockhoider and employee interests. The program consists of six separate plans: one under which non-employee directors
may be granted options to purchase shares of stock and five broad-based plans under which options may be granted to all employ-
ees, including officers. The sixth plan provides for both option grants and stock based awards including restricted stock awards.
Options granted under these plans expire either 5 or 10 years from the grant date and generally vest over two to four years.

All stock option grants and awards to our executive officers and vice presidents are made after a review by, and with the
approval of, either the Compensation Committee of the Board of Directors or the entire Board of Directors. All members of the
Compensation Committee are independent directors, as defined in the applicable rules for issuers traded on the Nasdag Stock
Market. Our executive officers include Bruce C. Edwards, Executive Chairman of the Board, Ronald J. Buschur, President and
Chief Executive Ofticer; Kevin T. Michaels, Chief Financial Officer and Secretary; Robert J. Legendre, Senior Vice President,
Global Operations; and Gregory K. Gaines, Vice President, Global Sales and Marketing. See the “Compensation Committee
Report On Executive Compensation” appearing in the Company’s Annual Proxy Statement for further information concerning
the policies and procedures of the Company and the Compensation Committee regarding the use of stock options.

During the year ended January 1, 2006, we granted options to purchase a totat of 660,300 shares of Common Stock to employ-
ees. After deducting 1,133,716 shares for options forfeited, the result was net option forfeitures of 473,416. Net option forfei-
tures during the year represented 0.4% of our total outstanding common shares of 111,138,351 as of January 1, 20086. The fol-
lowing table summarizes the net stock option grants to our employees, directors and executive officers during the three most
recent fiscal periods:

Fiscal Years Ended

January 1, January 2, December 28,
2006 2005 2003
Net grants {forfeitures) during the period as a
% of total outstanding common shares 0.4)% 0.2% (0.5)%
Grants to executive officers during the period
as a % of total options granted during the period —% 46.8% 18.0%
Grants to executive officers during the period
as a % of total outstanding common shares —% 0.8% 0.4%

Cumulative options held by executive officers as
a % of total options outstanding 30.5% 26.7% 16.1%
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At January 1, 2008, a total of 9,481,459 options were available for grant under all of our option plans and a total of 125,871 shares
of Common Stock were held in escrow to cover all remaining exercises under the 1995 Stock Option Plan. See “Note 13. Stock
Option Plans” in the “Notes to Consolidated Financial Statements” for additional information regarding the 1995 Stock Option Plan.

The following table summarizes outstanding stock options that are “in-the-money” and “out-of the-money” as of January 1, 2006.
For purposes of this table, in-the-money stock options are those options with an exercise price less than $12.57 per share, the
closing price of Powerwave Common Stock on December 30, 2005, the last trading day of the fiscal year, and out-of-the-money
stock options are stock options with an exercise price greater than or equal to the $12.57 per share closing price. In addition, at
January 1, 2008, there were a total of 200,000 shares of restricted common stock awards outstanding.

Exercisable Unexercisable
Wtd. Avg. Wid. Avg.
Shares Exercise Price Shares Exercise Price Total Shares
In-the-Money 3,840,621 $7.06 1,978,157 $6.79 5,818,778
Qut-of-the-Money 1,212,845 $27.99 111,100 $12.86 1,323,945
Total Options Qutstanding 5,053,466 $12.08 2,089,257 $7.11 7,142,723

For additional information regarding the stock options granted to and exercised by executive officers during fiscal 2005, see
Powerwave's Proxy Statement for its 2006 Annual Meeting of Shareholders.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our financial instruments include cash and cash equivalents, restricted cash, short-term investments, capital leases and long-term
debt. At January 1, 20086, the carrying values of our financial instruments approximated their fair values based upon current mar-
ket prices and rates.

We are exposed to a number of market risks in the ordinary course of business. These risks, which include foreign currency risk,
interest rate risk and commodity price risk, arise in the normal course of business rather than from trading. We have examined our
exposures to these risks and have concluded that all of our exposures in these areas have the potential to have an impact on fair
values, cash flows or earnings.

Foreign Currency Risk

Our international operations represent a substantial portion of our operating results and asset base. We maintain various opera-
tions in multiple foreign locations including Brazil, China, Costa Rica, Estonia, Finland, France, Germany, Philippines, Singapore,
Sweden and the United Kingdom. These international operations generally incur local operating costs and generate third party rev-
enues in currencies other than the U.S. Dollar. Such foreign currency revenues and expenses expose us to foreign currency risk
and give rise to foreign exchange gains and losses.

We regularly pursue new customers in various international locations where new deployments or upgrades to existing wireless
communication networks are planned. As a result, a significant portion ot our revenues are derived from international sources, with
our international customers accounting for approximately 64% of our net sales during fiscal 2005, 71% of our fiscal 2004 net sales,
and 46% of our fiscal 2003 net sales. Such international sources include Europe, Asia and South America, where there has been
historical volatility in several of the regions’ currencies. Although we currently invoice a large percentage of our international cus-
tomers in U.S. Dollars, changes in the value of the U.S. Dollar versus the local currency in which our products are sold exposes us
to foreign currency risk in several ways, including the weakening of an international customer's local currency and banking market
that may negatively impact such customer’s ability to meet their payment obligations to us. In addition, certain of our international
customers require that we transact business with them in their own local currency, regardless of the location of our operations,
which also exposes us to foreign currency risk. As we sell products or services in foreign currencies, we are many times required
to convert the payments received into U.S. Dollars or utilize such foreign currencies as payments for expenses of our business,
which gives rise to foreign exchange gains and losses. Given the uncertainty as to when and what specific foreign currencies we
may be required or decide to accept as payment from our international customers, we cannot predict the ultimate impact that such
a decision would have on our business, gross margins and resuits of operations.
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The functional currencies of our subsidiaries in Sweden and Estonia and one of our subsidiaries in China are their local curren-
cies. We maintain intercompany loan balances denominated in U.S. Dollars with these subsidiaries. As such, a change in the value
of the local currency to the U.S. Dollar gives rise to foreign exchange gains and losses in our consolidated results of operations or
cash flows.

While we monitor our foreign currency exposures, we do not currently maintain an active foreign currency hedging program. We
may decide in the future to implement an active hedging program utilizing derivative instruments to assist in managing our foreign
exchange rate risk. We are susceptible to material impacts of changes in foreign exchanges rates, particularly changes in the U.S.
Dollar versus the Swedish Krona and Euro. Although difficult to quantify, such changes could have a material effect on our consol-
idated results of operations or cash flows.

Interest Rate Risk

As of January 1, 2006, we had cash and cash equivalents of approximately $237.5 million in both interest and non-interest bear-
ing accounts including restricted cash. We also had $130.0 million of convertible subordinated notes due July 2008 at a fixed annu-
al interest rate of 1.25%, $200.0 million of convertible subordinated notes due November 2024 at a fixed annual interest rate of
1.875%, and $1.0 million capital lease obligations with various maturities at fixed interest rates. We are exposed to interest rate
risk primarily through our cash investment portfolio. While short-term investment rates have increased significantly during fiscal
2005, we believe that we are not subject to material fluctuations in principal given the short-term maturities and high-grade invest-
ment quality of our investment portfolio, and the fact that the effective interest rate of our portfolio tracks closely to various short-
term money market interest rate benchmarks. Therefore, we currently do not use derivative instruments to manage our interest rate
risk. Based on our overall interest rate exposure at January 1, 2006, we do not believe that a 100 basis point change in interest
rates would have a material effect on our consolidated financial position, results of operations or cash flows.

Commodity Price Risk

Our internal manufacturing operations and contract manufacturers require significant quantities of transistors, semiconductors and
various metals for use in the manufacture of our products. Therefore, we are exposed to certain commodity price risk associated
with variations in the market prices for these electronic components as these prices directly impact the cost to manufacture prod-
ucts and the price we pay our contract manufacturers to manufacture our products. We attempt to manage this risk by entering into
supply agreements with our contract manufacturers and various suppliers of these components. These supply agreements are not
long-term supply agreements. If we or our contract manufacturers become subject to a significant increase in the price of one of
these components, we would likely be forced to pay such higher prices and we may be unable to pass such costs onto our cus-
tomers. In addition, certain transistors and semiconductors are regularly revised or changed by their manufacturers, which may
result in a requirement for us to redesign a product that utilizes such components or cease to produce such products. In such
events, our business, results of operations and financial condition could be adversely affected. Additionally, we require specialized
electronic test equipment, which is utilized in both the design and manufacture of our products. Such electronic test equipment is
available from limited sources and may not be available in the time periods required for us to meet our customers’ demand. If
required, we may be forced to pay higher prices for such equipment and/or we may not be able to obtain the equipment in the time
periods required, which would then delay our development or production of new praducts. Such delays and any potential addition-
al costs could have a material adverse effect on our business, results of operations and financial condition.
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FORWARD-LOOKING STATEMENTS

Various statements in this Annual Report constitute “forwarding-looking statements” within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities and Exchange Act of 1934, as amended. Forward-looking statements in
this Annual Report include, among others, statements regarding:

our ability to generate sales of over $1 billion for fiscal 2008;

our ability to fully realize the cost saving benefits and synergies from our Remec Wireless Acquisition;
our plans to expand our worldwide customer base;

our plans to introduce new products at lower costs;

our ability to maintain and improve our operating margins;

our ability to achieve profitable and sustainable growth and increase shareholder value;

our expectation of growth in demand for our products;

trends and spending patterns in the wireless infrastructure industry; and

genetral economic conditions.
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Any other statements in this Annual Report to the effect that Powerwave or management “estimates,” “expects,” "anticipates,”
“plans,” "believes,” “projects,” “continues,” “may,” “will,” “could,” or “would,” and similar words or phrases are also forward-looking
statements. These statements are subject to numerous risks and uncertainties which could cause our actual results to differ
materially from those projected or implied. Some of the potential risks and uncertainties include, but are not limited to, the impact
of competitive products and pricing, the reduction in demand by our customers or customer order cancellations, the loss of one
or more significant customers, our ability to realize cost savings and synergies from acquisitions, including the Remec Wireless
Acquisition, delays or cancellations of wireless network capacity expansions and buildouts, and continued favorable business
conditions and growth in the wireless communications market. Other factors that may impact the realization of such forward-look-
ing statements are detailed in ltem 1A, “Risk Factors” in our Form 10-K for the year ended January 1, 2006. Powerwave urges
all interested parties to read the Risk Factors in its Form 10-K to gain a better understanding of the many business and other 21
risks that it faces. Additionally, Powerwave undertakes no obligation to publicly release the results of any revisions to these for-
ward-looking statements which may be made to reflect events or circumstances occurring after the date hereof or to reflect the
occurrence of unanticipated events.
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(in thousands, except per share data)
January 1, 2006 January 2, 2005

ASSETS
Current assets:
Cash and cash equivalents $ 232,519 $ 147,451
Restricted cash 5,002 6,815
Short-term investments — 135,200

Accounts receivable,
net of allowance for sales returns and doubtful
accounts of $8,558 and $6,309 at January 1, 2006

and January 2, 2005, respectively 233,726 133,060
Inventories 100,453 65,819
Prepaid expenses and other current assets 23,490 22,613
Deferred tax assets 4,768 3.698
Total current assets 599,958 514,656
Property, plant and equipment, net 172,426 146,430
Intangible assets, net 69,374 65,366
Goodwill 280,127 277,223
Other non-current assets 8,365 17.096
TOTAL ASSETS $.1.130.250 $1.020.771

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:

Accounts payable

$ 106,864

$ 79,534

22

Accrued payroll and employee benefits 20,989 18,770
Accrued income taxes 14,952 14,332
Accrued restructuring 16,389 17,354
Accrued expenses and other current liabilities 56.021 39,534
Total current liabilities 215,215 170,524
Long-term debt 330,000 330,000
Deferred tax liabilities 3,249 4,344
Other non-current liabilities 525 291
Total liabilities 548.989 505.159
Commitments and contingencies (Notes 14 and 15) — —
Shareholders’ equity:

Preferred stock, $0.0001 par value,5,000 shares

authorized and no shares issued or outstanding —_ —
Common stock, $0.0001 par value, 250,000 shares

authorized, 111,138 shares issued and outstanding

at January 1, 2006; and 250,000 shares authorized,

99,411 shares issued and outstanding at January 2, 2005 577,538 485,318
Deferred stock-based compensation (2,500) —
Accumulated other comprehensive income (loss) (17,688) 57,029
Retained earnings (accumulated deficity 23,911 (26.735)
Total shareholders’ equity 581,261 515,812
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $1.130,250 $ 1,020,771

The accompanying notes are an integral part of these consolidated financial statements.



POWERWAVE ANNUAL REPORT

Consolidated Statements of Operations

o

FINANCIALS

Fiscal Years Ended
(in thousands, except per share data)
January 1, 2006 January 2, 2005 December 28, 2003
Net sales $ 825,078 $ 473,914 $ 239,069
Cost of sales:
Cost of goods 609,325 361,995 214,247
Intangible asset amortization 8,740 4,615 756
Restructuring and impairment charges — 506 7,851
Acquired inventory incremental costs 1,405 877 —
Total cost of sales 619,470 367,993 222,854
Gross profit 205,608 105,921 16,215
Operating expenses:
Sales and marketing 39,955 28,461 11,557
Research and development 61,032 47,188 38,928
General and administrative 42,308 24,291 13,946
Intangible asset amortization 8,368 7,355 —
In-process research and development 350 23,450 —_
Restructuring and impairment charges 1,331 2,103 7.608
Total operating expenses 153,344 132,848 72,039
Operating income {loss) 52,264 (26,927) (55,824)
QOther income, net 1,615 118 2.394 23
Income (loss) before income taxes 53,879 (26,809) (53,430)
Provision for {benefit from) income taxes 3,233 45313 {20,571)
Net income (l0ss) $ 50.646 $(72.122) $ (32.859)
Basic earnings (loss) per share $0.49 $(0.80) $(0.51)
Diluted earnings (loss) per share $0.42 $(0.80) $(0.
Basic weighted average common shares 103,396 90,212 64,667
Diluted weighted average common shares 135,906 90,212 64,667

Consolidated Statements of Comprehensive Operations

Fiscal Years Ended
(in thousands)
January 2, 2005

January 1, 2006 December 28, 2003

Net income (loss) $ 50,646 $(72,122) $ (32,859}
Other comprehensive income {/0ss):

Foreign currency transiation adjustments (74.717) 57,030 n
Comprehensive loss $ (24.071) $ (15.092) $ (32,860

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity

(in thousands)
Accumulated Retained
Deferred Other Earnings Total
Stock-Based  Comprehensive  (Accumulated Shareholders’
Shares Amount  Compensation  Income (Loss) Deficit) Equity
Balance at December 29, 2002 65,707  $ 247,415 $§ — $ — $ 78,246 $ 325,661
Issuance of Common Stock related to employee
stock-hased compensation plans 695 2,625 — — —_ 2,625
Tax benefit related to employee stock-based
compensation plans — 573 — — — 573
Compensation expense related to stock
option grants — 38 _ — — 38
Repurchases of Common Stock (3,145) (25,000) — — —_ (25,000
Foreign currency translation adjustments — — — 1) e 4]
Net loss — — — — (32.859) (32.859)
Balance at December 28, 2003 63,257 225,651 — Q)] 45,387 271,037
Issuance of Common Stock for acquisition,
net of issuance costs of $255 40,686 296,748 — — — 296,748
Issuance of Common Stock related to employee
stock-based compensation plans 519 2,636 — — — 2,636
Tax benefit related to employee stock-based
compensation plans — 283 —_ — —_ 283
Repurchases of Common Stock (5,051) {40,000) — — — (40,000)
Foreign currency translation adjustments — — —_ 57,030 — 57,030
sa Net loss — — — —_ (72,122} (72.122)
Balance at January 2, 2005 99,411 485,318 — 57,029 (26,735) 515,612
Issuance of Common Stock for acquisition 10,000 79,500 — —_— — 79,500
Issuance of Common Stock related to employee
stock-based compensation plans 1,527 10,184 — — — 10,184
Deferred stock-based compensation 200 2,536 (2,536) — — —
Amortization of deferred stock-based compensation — — 36 — — 36
Foreign currency translation adjustments — — — (74,717) e (74,717)
Net income — — — — 50,646 50,646
Balance at January 1, 2006 111,138 $577.538 $ (2,500) $ (17.688) $ 23911 $ 581,261

L

The accompanying notes are an integral part of these consolidated financial statements.
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January 1, 2006

Fiscal Years Ended
(in thousands)

January 2, 2005

December 28, 2003

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income {loss) $ 50,646 $(72,122) $ (32,859)
Adjustments to reconcile net income (loss) to net cash

provided by (used in) operating activities:
Depreciation and amortization 47,565 37,555 19,214
In-process research and development charge 350 23,450 —
Non-cash restructuring and impairment charges 1,331 458 10,909
Provision for sales returns and doubtful accounts 4,584 822 2,004
Provision for excess and obsolete inventories 14,559 2,249 3,308
Deferred income taxes (262) 45,748 (20,503)
Tax benefit from stock issuances — 283 573
Compensation costs related to stock-based awards 36 — 38
Gain on disposal of property, plant and equipment (853) (92) (24)
Loss (gain) on sale of assets held for sale 1,076 (532) —
Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable (88,864) (129) (5,019)
Inventories {19,388) (10,084) 10,724
Prepaid expenses and other current assets 5,528 (7,986) 624
Accounts payable 19,418 (20,794) 22,099
Accrued expenses and other current liabilities (30,777) (7,785) (643)
Other non-current assets 7,864 {4,681) (3,574)
Other non-current liabilities (756) (102) 35
Net cash provided by (used in) operating activities 12,057 (13.742) 6.906
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property, plant and equipment (29,581) (12,693) (3,903)
Restricted cash 837 (25) (310)
Short-term investments 135,200 (65,125) (50,075)
Proceeds from the sale of property, plant and equipment 1,281 1,384 1,515
Proceeds from sale of assets held for sale 4,480 6,382 —_
Proceeds from sale of business 1,062 — —
Acquisitions, net of cash acquired (48,473) (88.537) {9.934)
Net cash provided by (used in) investing activities 64,806 {(148,614) (62,707)
CASH FLOW FROM FINANCING ACTIVITIES:
Proceeds from long-term debt, net of issuance costs — 197,956 125,869
Principal payments on long-term debt (1,027) (33,124) (79)
Common stock repurchases —_ (40,000) (25,000
Proceeds from the sale of stock under Employee

Stock Purchase Plan 1,771 1,591 1,505
Proceeds from exercise of stock options 8,414 1,045 1,120
Net cash provided by financing activities 9,158 127,468 103,415
EFFECT OF EXCHANGE RATES ON CASH

AND CASH EQUIVALENTS {953) 2,486 —
NET INCREASE (DECREASE) IN CASH

AND CASH EQUIVALENTS 85,068 (32,402) 47,614
CASH AND CASH EQUIVALENTS, beginning of period 147,451 179,853 132,239
CASH AND CASH EQUIVALENTS, end of pericd $ 232,519 $ 147,451 $179.853
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid (received) for:
Interest expense $6.196 $2149 $ 46
Income taxes $3.795 $ 2,666 $ (160)

The accompanying notes are an integral part of these consolidated financial statements. For supplemental cash flow information refated to the Company's acquisitions, see “Note 17. Acquisitions.”
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{tabular amounts in thousands, except per share data)

Note 1. Nature of Operations

Powerwave is a global supplier of end-to-end wireless solutions for wireless communications networks, Powerwave designs, man-
ufactures and markets antennas, boosters, combiners, filters, radio frequency power amplifiers, repeaters, tower-mounted ampli-
fiers and advanced coverage solutions for use in cellular, PCS and 3G networks throughout the world. The Company alsc manu-
factures and sells advanced industrial components, primarily for the automotive and food industries, under contract manufacturing
arrangements.

Note 2. Summary of Significant Accounting Policies

Basis of Presentation

The consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the
United States of America and inciude the accounts of Powerwave Technologies, Inc. and its subsidiaries. All intercompany balances
and transactions have been eiiminated in the accompanying consolidated financial statements.

On September 2, 2005, Powerwave completed the acquisition of selected assets and liabilities of REMEC, Inc.’s Wireless Systems
Business (the "REMEC Wireless Acquisition.”) These condensed consolidated financial statements include the operations of the
REMEC Wireless Acquisition from September 3, 2005 forward. During the second quarter of fiscal 2004, Powerwave completed its
acquisition of LGP Allgon. Therefore, these condensed consolidated financial statements include the operations of LGP Alligon from
May 2004 forward. See “Note 17. Acquisitions” for additional information.

Fiscal Year

The Company operates on a 52-53 week fiscal year that ends on the Sunday closest to December 31. The Company’s fiscal quar-
ters generally span 13 weeks, with the exception of a 53-week fiscal year, when an additional week is added during the first quar-
ter to adjust the year to the Sunday closest to December 31. Fiscal year 2003 ended on December 28, 2002, and fiscal year 2004,
a 53-week fiscal year, ended on January 2, 2005. Fiscal year 2005 ended on January 1, 2006. Fiscal year 2006 ends on December
31, 2006.

New Accounting Pronouncements

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123R, Share-Based Payment ("SFAS
123R"), a revision of SFAS 123, Accounting for Stock-Based Compensation. SFAS 123R requires the Company to, among other
things, measure all employee stock-based compensation awards using a fair value method and record such expense in the
Company’s consolidated financial statements. This statement became effective for annual periods beginning after June 15, 2005.
Adoption of the expensing requirements will reduce future reported earnings in a manner similar to that described below in this
Note 2. In addition, SFAS 123R also requires the benefits of tax deductions in excess of recognized compensation cost to be
reported as a financing cash flow, rather than as an operating cash flow as required under current literature. This requirement will
reduce net operating cash flows and increase net financing cash flows in the periods after adoption. The Company adopted the
provisions of SFAS 123R in the first quarter of 2006.

In November 2004, the FASB issued Statement of Financial Accounting Standard 151, Inventory Costs, an amendment of ARB
No. 43, Chapter 4 (“SFAS 151"). SFAS 151clarifies that abnormal inventory costs such as costs of idle facilities, excess freight and
handling costs, and wasted materials (spoilage) are required to be recognized as current period charges. The provisions of SFAS
151 become effective for fiscal years beginning after June 15, 2005. We do not expect the adoption of SFAS 151 to have any impact
on our consolidated financial statements.

In May 2005 the FASB issued Statement of Financial Accounting Standard 154, Accounting Changes and Error Corrections (“SFAS
154”). SFAS 154 replaces APB Opinion No. 20 and SFAS No. 3. SFAS 154 provides guidance on the accounting for and reporting
of accounting changes and error corrections. SFAS No. 154 is effective for accounting changes and corrections of errors made in
tiscal years beginning after December 15, 2005. We will adopt this Statement beginning January 1, 2006,
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Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets and lia-
bilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of rev-
enues and expenses during reporting years. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents generally consist of cash, time deposits, commercial paper, money market funds and other money mar-
ket instruments with original maturity dates of three months or less. The Company invests its excess cash in only investment grade
money market instruments from companies in a variety of industries and, therefore, believes that it bears minimal principal risk.
Such investments are stated at cost, which approximates fair value.

Short-term Investments

Short-term investments, which are classified as “available for sale,” generally consisted of auction rate securities with contractual
maturities that may range up to 30 years and interest rates that reset at auction intervals ranging from between 28 and 35 days.
These auction-rate securities are readily saleable at par value on the auction dates. The carrying value of these securities approx-
imates fair value, therefore there are no unrealized gains or losses recorded. These investments have been recorded as current
assets as they are available for current operations. All such investments were sold in 2005.

Accounts Receivable

We perform ongoing credit evaluations of our customers and adjust credit limits based upon payment history, the customer’s cred-
it worthiness and various other factors, as determined by our review of their credit information. We monitor collections and pay-
ments from our customers and maintain an allowance for estimated credit losses based upon our historical experience and any
specific customer collection issues that we have identified. While such credit losses have historically been within our expectations
and the provisions established, we cannot guarantee that we will continue to experience the same credit loss rates that we have
in the past.

Inventories

We value our inventory at the lower of the actual cost to purchase and/or manufacture the inventory, determined on a first-in, first-
out basis, or the current estimated market value of the inventory. We regularly review inventory quantities on hand and on order
and record a provision for excess and obsolete inventory and/or vendor cancellation charges related to purchase commitments.
Depending on the product line, such provisions are established based on historical usage for the preceding twelve months, adjust-
ed for known changes in demands for such products, or the estimated forecast of product demand and production requirements
for the next twelve months. Our industry is characterized by rapid technological change, frequent new product development, and
rapid product obsolescence that could result in an increase in the amount of obsolete inventory quantities on hand. As demonstrat-
ed during the past three fiscal years, demand for our products can fluctuate significantly. A significant increase in the demand for
our products could result in a short-term increase in the cost of inventory purchases while a significant decrease in demand could
result in an increase in the amount of excess inventory quantities on hand. In addition, our estimates of future product demand
may prove o be inaccurate, in which case we may have understated or overstated the provision required for excess and obsolete
inventory. In the future, if our inventory is determined to be overvalued, we would be required to recognize additional expense in
our cost of goods sold at the time of such determination. Likewise, if our inventory is determined to be undervalued, we may have
over-reported our costs of goods sold in previous periods and would be required to recognize additional gross profit at the time
such inventory is sold. Although we make reasonable efforts to ensure the accuracy of our forecasts of future product demand, any
significant unanticipated changes in demand or technological developments could have a material effect on the value of our inven-
tory and our reported operating resuits.
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Property, Plant and Equipment

Property, plant and equipment are stated at cost. The Company depreciates or amortizes these assets using the straight-line
method over the estimated useful lives of the various classes of assets, as follows:

Machinery and equipment 2 to 8 years

Office furniture and equipment 3to 5years

Leasehold improvements Remaining life of lease
Property under capital leases 310 5 years

Buildings 30 years

Building improvements Remaining life of building

The Company periodically reviews the recoverability of its long-lived assets using the methodology prescribed in Statement of
Financial Accounting Standards No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. The Company also
reviews these assets for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset
may not be recoverable. Recoverability of these assets is determined by comparing the forecasted undiscounted future net cash
flows from the operations to which the assets relate, based on management's best estimates using appropriate assumptions and
projections at the time, to the carrying amount of the assets. If the carrying value is determined not to be recoverable from future
operating cash flows, the asset is deemed impaired and an impairment loss is recognized equal to the amount by which the car-
rying amount exceeds the estimated fair value of the asset.

Goodawill, Intangible Assets and Other Long-Lived Assets Management

We record the assets acquired and liabilities assumed in business combinations at their respective fair values at the date of acqui-
sition, with any excess purchase price recorded as goodwill. Because of the expertise required to value intangible assets and in-
process research and development, we typically engage independent valuation specialists to assist us in determining those val-
ues. Valuation of intangible assets and in-process research and development entails significant estimates and assumptions includ-
ing, but not limited to, determining the timing and expected costs to complete development projects, estimating future cash flows
from product sales, developing appropriate discount rates, estimating probability rates for the successful completion of develop-
ment projects, continuation of customer relationships and renewal of customer contracts, and approximating the useful lives of the
intangible assets acquired.

We review the recoverability of the carrying value of goodwill on an annual basis or more frequently when an event occurs or cir-
cumstances change to indicate that an impairment of goodwill has possibly occurred. The determination of whether any potential
impairment of goodwill exists is based upon a comparison of the fair value of a reporting unit to the accounting value of the under-
lying net assets of such reporting unit. To determine the fair value of a reporting unit, we utilize subjective valuations for the report-
ing unit based upon a discounted cash flow analysis. The discounted cash flow analysis is dependent upon a number of various
factors including estimates of forecasted revenues and costs, appropriate discount rates and other variables. If the fair value of the
reporting unit is less than the carrying value of the underlying net assets, goodwill is deemed impaired and an impairment loss is
recorded to the extent that the carrying value of goodwill is less than the difference between the fair value of the reporting unit and
the fair value of all its underlying identifiable assets and liabilities.

Purchased intangible assets with determinable useful lives are carried at cost less accumulated amortization, and are amortized
using the straight-line method over their estimated useful lives, which generally range up to 6 years. We review the recoverability
of the carrying value of identified intangibles and other long-lived assets, including fixed assets, whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of these assets is determined
based upen the forecasted undiscounted future net cash flows expected to result from the use of such asset and its eventual dis-
position. Our estimate of future cash flows is based upon, among other things, certain assumptions about expected future operat-
ing performance, growth rates and other factors. The actual cash flows realized from these assets may vary significantly from our
estimates due to increased competition, changes in technology, fluctuations in demand, consolidation of our customers and reduc-
tions in average selling prices. If the carrying value of an asset is determined not to be recoverable from future operating cash
flows, the asset is deemed impaired and an impairment loss is recognized to the extent the carrying value exceeds the estimated
fair market value of the asset. While we do not believe that any of our intangible or other long-lived assets are currently impaired,
any future impairment of such assets could have a material adverse affect on our financial position and results of operations.
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Warranties

We offer warranties of various lengths to our customers depending upon the specific product and terms of the customer purchase
agreement. Our standard warranties require us to repair or replace defective product returned to us during such warranty period
at no cost to the customer. We record an estimate for standard warranty-related costs based on our actual historical return rates
and repair costs at the time of the sale and update such estimate throughout the warranty period. While our warranty costs have
historically been within our expectations and the provisions established, we cannot guarantee that we will continue to experience
the same warranty return rates or repair costs that we have in the past. We also have contractual commitments to various cus-
tomers that require us to incur costs to repair an epidemic defect with respect to our products outside of our standard warranty
period if such defect were to occur. Any costs related to epidemic defects are generally recorded at the time the epidemic defect
becomes known to us and the costs of repair can be reasonably estimated. While we have occasionally experienced significant
unanticipated repair costs, we cannot guarantee that we will not experience significant costs to repair epidemic defects in the
future. A significant increase in product return rates, a significant increase in the costs to repair our products, or an unexpected
epidemic defect in our products, could have a material adverse effect on our operating results during the period in which such
returns or additional costs materialize.

Stock Based Compensation

Pursuant to Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation (“SFAS 123”), we
have elected to continue using the intrinsic value method of accounting for stock-based awards granted to employees and direc-
tors in accordance with Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, and its related
interpretations, to account for its stock option and purchase plans, Powerwave only records compensation expense for stock-based
awards granted with an exercise price below the market value of the Company’s stock at the grant date. There are no such awards
outstanding. Beginning with fiscal year 2006, we implemented Statement of Financial Accounting Standards No. 123 (revised
2004), Share-Based Payment, as discussed above in this Note 2.
29

The Black-Scholes option valuation model prescribed by SFAS 123 was developed for use in estimating the fair value of traded
options that have no vesting restrictions and are fully transferable. Option valuation methods require the input of highly subjective
assumptions including the expected stock price volatility. We have utilized various market sources to calculate the implied volatili-
ty factor utifized in the Black-Scholes option valuation model. These included the implied volatility utilized in the pricing of options
on the Company’s Common Stock as well as the implied volatility utilized in determining market prices of the Company's outstand-
ing convertible notes. Using the Black-Scholes option valuation model, the estimated weighted average fair value of options grant-
ed during 2005, 2004, and 2003 were $3.28 per share, $2.48 per share, and $2.54 per share, respectively. Had compensation cost
for the Company’s stock option plans and its stock purchase plans been determined based on the estimated fair value at the grant
dates for awards under those plans consistent with the fair value method of SFAS 123 utilizing the Black-Scholes option-pricing
model, the Company’s net income (loss) and basic and diluted earnings (loss) per share for the years ended January 1, 2006,
January 2, 2005 and December 28, 2003, would have approximated the pro forma amounts indicated below:

Fiscal Years Ended
January 1, January 2, December 28,
2006 2005 2003

Net income (loss):
As reported $ 50,646 $(72,122) $ (32,859)
Deduct: Additional expense per SFAS 123,

fair value method, net of related tax effects (2,356) (4,760) (8,201)
Basic pro forma net income (loss) 48,290 (76.882) (41.060)
Add: Interest expense of convertible debt, net of tax 6,651 — —
Diluted pro forma net income (loss) $ 54,941 $ (76.882) $(41.060)
Basic income (loss) per share:
As reported $0.49 ${0.80) $(0.51)
Pro forma $0.47 $ (0.85) $(0.63)
Diluted income (loss) per share:
As reported $0.42 $(0.80) $(0.51)
Pro forma $0.40 $ (0.85) $(0.63)
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The fair value of options granied under the Company’s stock incentive plans during 2005, 2004 and 2003 was estimated on the
date of grant using the Biack-Scholes option-pricing model utilizing the multiple option approach using the following weighted-aver-
age assumptions:

Fiscal Years Ended

January 1, January 2, December 28,
2006 2005 2003
Weighted average risk-free interest rate 3.88% 2.80% 2.00%
Expected life (in years) 5.9 53 5.2
Expected stock volatility 44% 57% 67%
Dividend yield None None None

The weighted average risk free interest rate was calculated utilizing the U.S treasury rates over a one to ten year horizon, based
upon the actual life of options granted. The Company grants options with either a five year or ten year life. The expected life is
based on the Company’s actual historical option exercise experience.

The expected stock volatility is based upon management’s review of both the actual implied volatility as well as the actual histori-
cal stock price volatility. Management analyzes implied volatility from several market sources, including implied volatility of the
Company’s outstanding convertible notes as well as implied volatility calculated within the options traded on the Company's
Common Stock.

Revenue Recogniticn

The majority of our revenue is derived from the sales of products. We recognize revenue from product sales at the time of ship-
ment or delivery and passage of title depending upon the terms of the sale. We ofter certain of our customers the right to return
products within a limited time after delivery under specified circumstances. We monitor and track such product returns and record
a provision for the estimated amount of such future returns based on historical experience and any notification we receive of pend-
ing returns. While such returns have historically been within our expectations and the provisions established, we cannot guaran-
tee that we will continue to experience the same return rates that we have in the past. Any significant increase in product returns
could have a material adverse effect on our operating results for the period or periods in which such returns materialize.

Foreign Currency

In accordance with Statement of Financial Accounting Standards No. 52, Foreign Currency Translation (“SFAS 52"}, some of
Powerwave’s international operations use the respective local currencies as their functional currency while other international opera-
tions use the U.S. Dollar as their functional currency. Gains and losses from foreign currency transactions are recorded in other
income, net. Revenue and expenses from the Company’s international subsidiaries are translated using the monthly average
exchange rates in effect for the period in which they occur. The Company’s international subsidiaries that have the U.S. Dollar as their
functional currency translate monetary assets and liabilities using current rates of exchange at the balance sheet date and translate
non-monetary assets and liabilities using historical rates of exchange. Gains and losses from remeasurement for such subsidiaries
are included in other income, net and have historically not been significant. The Company’s international subsidiaries that do not have
the U.S. Dollar as their functional currency translate assets and liabilities at current rates of exchange in effect at the balance sheet
date. The resulting gains and losses from translation for such subsidiaries are included as a component of shareholders’ equity.

Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial Accounting Standards No. 109, Accounting for
income Taxes (“SFAS 109"), which requires that the Company recognize deferred tax liabilities and assets based on the differences
between the financial statement carrying amounts and the tax bases of assets and liabilities, using enacted tax rates in effect in
the years the differences are expected to reverse. Deferred income tax benefit (expense) results from the change in net deferred
tax assets or deferred tax liabilities. A valuation allowance is recorded when it is more likely than not that some or all deferred tax
assets will not be realized.
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Earnings (Loss) Per Share

In accordance with Statement of Financial Accounting Standards No. 128, Earnings Per Share ("SFAS 1287}, basic earnings (loss)
per share is based upon the weighted average number of common shares outstanding. Diluted earnings (loss) per share is based
upon the weighted average number of common and potential common shares for each pericd presented. Potential common shares
include stock options using the treasury stock method.

Note 3. Inventories

Net inventories consist of the following:

January 1, 2006 January 2, 2005
Parts and components $ 42,634 $ 32,868
Work-in-process 5,544 2,183
Finished goods 52,275 30,768
Total inventories $ 100,453 $65.819

Inventories are net of an allowance for excess and obsolete inventories of approximately $17.9 million and $15.7 million as of
January 1, 2006 and January 2, 2005, respectively.

Note 4. Property, Plant and Equipment

Net property, plant and equipment consist of the following:

31
January 1, 2006 January 2, 2005
Machinery and equipment $ 196,684 $ 187,163
Buildings and improvements 79,290 82,348
Land 25,747 24,155
Office furniture and equipment 25,247 15,008
Leasehold improvements 3,343 1.142
Gross property, plant and equipment 330,311 309,816
Less: Accumulated depreciation and amortization {(157,885) (163,386)
Total property, plant and equipment, net $172,426 $ 146,430

During fiscal 2004 Powerwave determined that certain of its equipment had become excess to its production requirements as a
result of its restructuring efforts and, therefore, was no longer useful to the Company. This equipment was physically segregated
from the Company’s remaining active equipment and sold or disposed of prior to January 2, 2005. The difference between the esti-
mated net selling price for such equipment and its net book value resulted in an impairment charge of approximately $0.4 miflion
during fiscal 2004. See “Note 9. Restructuring and Impairment Charges” for additional information.
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Note 5. Goodwill

The changes in the carrying amount of goodwili by reportable operating segment for the years ended January 1, 2006 and January
2, 2005 are as follows:

Contract
Telecom Manufacturing Totai
Balance, December 28, 2003 $ 3439 $8 — $ 3439
Goodwill from acquisition of LGP Allgon 218,275 18,980 237,255
Effect of foreign exchange rate changes 33.606 2,923 36,529
Balance, January 2, 2005 255,320 21,803 277,223
Goodwill from acquisitions 49,560 — 49,560
Effect of foreign exchange rate changes (42.924) (3.732) {46.656)
Balance, January 1, 2006 $ 261,956 $ 18171 $ 280,127

Note 6. Intangible Assets

Intangible assets as of January 1, 2006 and January 2, 2005, respectively, are comprised of the following:

January 1, 2006

Gross Wtd. Avg.
Carrying Accumulated Net Book Amortization

32 Amount Amortization Value Period

Non-amortizing:

Trademark $ 653 $ — $ 653 —

Amortizing:

Developed technology 63,808 (24,448) 39,360 4.5 years

Customer-relationship/contracts 37,751 (8,741) 29,010 5.5 years

Distribution agreements 2,107 (1,7586) 351 2 years

Backliog 4,181 (4,181) — 8 months

$ 108.500 $(39.126) $69.374

January 2, 2005

Gross Wtd. Avg.
Carrying Accumulated Net Book Amortization
Amount Amortization Value Period
Non-amortizing:
Trademark $ 787 $ — $ 787 —
Amortizing:
Developed technology 49,188 (16,933) 32,255 5 years
Customer-relationship/contracts 34,343 (3,712) 30,631 6 years
Distribution agreements 2,540 (847) 1,693 2 years
Backiog 3,545 (3.545) — 8 months
$90.403 $ (25,037 $ 65,366

Future amortization expense is expected to be $18.9 million, $18.4 million, $18.1 million, $11.7 million and $1.6 million in fiscal years
20086, 2007, 2008, 2009 and 2010, respectively.
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Note 7. Other Non-Current Assets

Other non-current assets consist of the following:

January 1, 2006 January 2, 2005
Buildings held for sale 5 — $ 4,451
Debt issue costs, net 7,110 8,957
Long-term deposits 988 3,459
Long-term prepaid expenses 267 229
Total other non-current assets $8.365 $17.096

Note 8. Accrued Expenses and Gther Current Liabilities

Accrued expenses and other current liabilities consist of the following:

January 1, 2006 January 2, 2005
Accrued warranty costs $ 20,321 $10,164
Accrued compulsory share liability (Note 17) 4,567 7,923
Accrued value added tax 6,505 4,578
Accrued interest expense 905 1,270
Accrued sales tax 268 416
Other accrued expenses and other current liabilities 23,455 15,183
Total accrued expenses and other current liabilities $ 56,021 $ 39,534

Note 9. Restructuring and Impairment Charges

Integration of REMEC's Wireless Systems Business

In connection with the REMEC Wireless Acquisition during the third quarter of fiscal 2005, we formulated and began to implement
our plan to restructure and integrate the combined operations. As a result, we recorded restructuring charges related to our oper-
ations of approximately $0.4 million during the year ended January 1, 2006. These charges are included in restructuring and
impairment charges within operating expenses in the accompanying condensed consolidated statement of operations. Additionally,
we recognized $12.6 million as liabilities in connection with the acquisition for estimated restructuring and integration costs relat-
ed to the consolidation of REMEC’s Wireless operations, including severance and future lease obligations on excess facil ities.
These estimated costs were included in the allocation of the purchase consideration and resuited in additional goodwill pursuant
to EITF 95-3, Recognition of Liabilities in Connection with a Purchase Business Combination. The implementation of the restruc-
turing and integration plan is in its initial stages and further actions are expected pending the further assessment of workforce and
facil ity related requirements and certain product related decisions with respect to duplicate technology, product defects and inven-
tory for which there will no longer be an active market for the combined company. Integration activities related to this restructuring
plan are currently expected to continue through the fourth quarter of fiscal 2008.

integration of LGP Allgon

In connection with our acquisition of LGP Allgen during the second quarter of fiscal 2004, we formulated and began to implement
its plan to restructure and integrate LGP Allgon’s operations with Powerwave’s operations. As a result, we recorded a restructur-
ing charge related to Powerwave’s legacy operations of approximately $2.6 mitlion during fiscal 2004 and $0.9 million during fiscal
2005 in accordance with SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities. In fiscal 2004, this amount
included approximately $2.2 million in connection with workforce reductions of approximately 118 empioyees at various Powerwave
operating locations and $0.4 million in connection with certain impaired equipment. In fiscal 2005, this amount included approxi-
mately $0.9 million of future lease obligations on excess facilities. Based on the job classification of the impacted employees or the
characterization of the underlying assets and lease expenses, approximately $0.5 million of this restructuring charge was record-
ed in cost of sales in fiscal 2004 and approximately $2.1 million and $0.9 million in fiscal 2004 and 2005, respectively were record-
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ed in operating expenses. During fiscal 2005, we finalized our restructuring and integration plan with respect to the consolidation
of LGP Aligon’s legacy operations and recorded an additional $3.7 million in restructuring costs related to additional workforce
reductions and facility closures, bringing the total costs recognized as liabilities and additional asset fair value adjustments relat-
ed to such restructuring and integration plan to $26.6 million. These estimated costs were included in the aliocation of the purchase
price and resulted in additional goodwill pursuant to EITF Issue No. 95-3, Recognition of Liabilities in Connection with a Purchase
Business Combination. Integration activities related to this restructuring plan are currently expected to continue through the sec-
ond quarter of fiscal 2006.

A summary of the activity that affected the Company’s restructuring and impairment charges and accrued restructuring liability for
the years ended January 2, 2005 and January 1, 2006 is as follows:

Facility
Closures &
Workforce Equipment
Reductions Writedowns Other Total
Balance at December 28, 2003 $ 20 3 — $ — § 2
Amounts assumed from LGP Aligen 464 3.348 863 4,675
Amounts accrued in purchase accounting 14,067 2,788 1,348 18,203
Amounts expensed 2,151 458 — 2,609
Amounts paid/incurred (5,540) (4,111) (1,679) (11,330)
Effect of exchange rates 1,592 1.518 67 3177
Balance at January 2, 2005 12,754 4,001 5389 17,354
Amounts assumed from REMEC 63 — 252 315
Amounts accrued in purchase accounting 12,743 3,580 29 16,352
Amounts expensed 402 929 — 1,331
Amounts paid/incurred (15,270) (1,075) (590) (16,935)
Effect of exchange rates {1,905) (76) (47) (2,028)
Balance at January 1, 2006 $8.787 $7.359 $ 243 $16.389

Note 10. Financing Arrangements and Long-Term Delbt

On November 10, 2004, Powerwave completed the private placement of $200.0 million aggregate principal amount of convertible
subordinated notes due November 2024 (“2024 Notes”) to Deutsche Bank Securities, Inc. The 2024 Notes are convertible into the
Common Stock of Powerwave at a conversion price of $11.09 per share and accrue interest at an annual rate of 1.875%.
Powerwave may redeem the 2024 Notes beginning on November 21, 2009 until November 20, 2010 and on or after November 21,
2010 until November 20, 2011, if the closing price of Powerwave’s Common Stock is more than $17.74 and $14.42, respectively,
for at least 20 trading days within a 30 consecutive trading day period. The notes may be redeemed by Powerwave at any time
after November 21, 2011. Holders of the 2024 Notes may require Powerwave to repurchase all or a portion of their notes for cash
on November 15, 2011, 2014 and 2019 at 100% of the principal amount of the notes, plus accrued and unpaid interest up to but
not including the date of such repurchase. Holders of the 2024 Notes may also require Powerwave to repurchase all or a portion
of their notes in the case of a change in control. in addition, under certain circumstances related to a change in control, the con-
version price of the 2024 Notes may be adjusted downwards, thereby increasing the number of shares issuable upon conversion,
if holders of the 2024 Notes elect to convert their notes at a time when the 2024 Notes are not redeemable by the Company.
Powerwave used a portion of the proceeds of the offering to fund the repurchase of $40.0 million of its Common Stock (5,050,505
shares) simultaneously with the issuance of the 2024 Notes. The Company received net cash proceeds of approximately $154.2
million after the deduction of the amount used for the Common Stock repurchase and debt issuance costs

On July 18, 2003, Powerwave completed the private placement of $130.0 million aggregate principal amount of 1.25% convert-
ible subordinated notes due July 2008 (“2008 Notes”). The 2008 Notes are convertible into shares of the Common Stock of
Powerwave at a conversion price of $10.49 per share and accrue interest at an annual rate of 1.25% with interest payable semi-
annually on January 15 and July 15. The 2008 Notes are callable by the Company beginning July 22, 2007. Powerwave used a
portion of the proceeds of the offering to fund the repurchase of $25.0 million of the Company’s Common Stock (3,144,654
shares) simultaneously with the issuance of the 2008 Notes. The Company received net cash proceeds of approximately $100.9




POWERWAVE ANNUAL REPORT

FINANCIALS J

Notes to Consolidated Financial Statements

million after the deduction of the amount used for the Common Stock repurchase and debt issuance costs.

Both the 2024 Notes and 2008 Notes are general unsecured obligations of the Company and are subordinate in right of payment
to all of the Company’s existing and future senior indebtedness. In addition, the indenture for the notes does not restrict the
Company from incurring senior debt or other indebtedness and does not impose any financial covenants on the Company.

Note 11. 401(k) and Profit-Sharing Plans

The Company sponsors a 401(k) and profit-sharing plan covering all eligible U.S. employees and provides for a Company match
in cash on a portion of participant contributions. The Company’s 401(k) and profit sharing plan is managed by Fidelity Investments,
and is an employee self-directed plan which offers a variety of investment choices via mutual funds. Employees may contribute up
to 15% of their base salary, subject to IRS maximums. During fiscal 2004, the Company matched 100% of the first 3% of eligible
compensation contributed and 50% of the next 2% of eligible compensation contributed. Effective fiscai 2005, the Company match-
es 100% of the first 5% of eligible compensation contributed. The Company’'s matching contributions are made in cash and are
invested in the same percentage among the various funds offered as selected by the employee. Employer matching contributions
for the years ended January 1, 2006, January 2, 2005 and December 28, 2003 were $1.0 million, $0.9 million, and $1.0 million,
respectively. There were no discretionary profit sharing contributions authorized for the years ended January 1, 2006, January 2,
2005 or December 28, 20083.

Note 12. Employee Stock Purchase Plan

The Company’s Employee Stock Purchase Plan (the “ESPP”) provides that a total of 3,000,000 shares of Common Stock are
reserved for issuance under the plan. The ESPP, which is intended to qualify as an “employee stock purchase plan” under Section
423 of the Internal Revenue Code, is implemented utilizing six-month offerings with purchases occurring at six-month intervals.
The ESPP administration is overseen by the Board of Directors. Employees are eligible to participate if they are employed by the
Company for at least 20 hours per week and if they have been empioyed by the Company for at least 90 days. The ESPP permits
eligible employees to purchase Common Stock through payroll deductions, which may not exceed 20% of an employee’s compen-
sation. The price of Common Stock purchased under the ESPP is 85% of the lower of the fair market value of the Common Stock
at the beginning of each six-month offering period or on the applicable purchase date. Empioyees may end their participation in an
offering at any time during the offering period, and participation ends automatically upon termination of employment. The Board
may at any time amend or terminate the ESPP, except that no such amendment or termination may adversely affect shares previ-
ously granted under the ESPP. During fiscal 2005, the sixteenth and seventeenth purchases under the ESPP occurred on January
31, 2005 and August 1, 2005, respectively. A total of 188,644 shares were purchased in the sixteenth purchase at $4.76 per share
and 126,551 shares were purchased in the seventeenth purchase at $6.90 per share. At January 1, 2006, there were rights to pur-
chase approximately 92,000 shares under the ESPP’s eighteenth offering, which will conclude on January 31, 2006. There were
1,026,907 shares available for purchase at January 1, 2006 under the ESPP.

35

Note 13. Stock Cption Plans

The purposes of the Company’s stock option plans are to attract and retain the best available personnel for positions of substan-
tial responsibility with the Company and to provide participants with additiona! incentives in the form of options to purchase the
Company’s Common Stock which will encourage them to acquire a proprietary interest in, and to align their financial interests with
those of the Company and its shareholders. All of the Company’s stock option plans have been approved by the Company’s share-
holders.

1995 Stock Option Plan

The Company’s 1995 Stock Option Plan (the “1985 Plan”), as amended, permits executive personnel, key employees and non-
employee members of the Board of Directors of the Company tc participate in ownership of the Company. The 1995 Plan is admin-
istered by the Compensation Committee of the Company’s Board of Directors. The 1995 Plan provides for the grant of non-statu-
tory stock options under the apptlicable provisions of the Internal Revenue Code. The option price per share may not be less than
85% of the fair market value of a share of Common Stock on the grant date as determined by the Company’s Board of Directors.
In addition, for any individual possessing 10% or more of the voting power of all classes of stock of the Company, the exercise price
may not be less than 110% of the fair market value of a share of Common Stock on the grant date, as determined by the Company’s
Board of Directors. Options generally vest at the rate of 25% on the first anniversary of the grant date and 2% per month there-
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after. Ali options expire no later than ten years after the grant date. Up to 5,815,845 shares of the Company’s Common Stock were
reserved for issuance under the 1995 Plan. Pursuant to the amended Stockholder’s Agreement dated as of November 8, 1996,
between the Company and certain of its original shareholders, those certain shareholders agreed that once the Company issued
3,285,000 shares of Common Stock under the 1995 Stock Option Plan, any additicnal shares issued under that Plan upon an
option exercise would be coupled with a redemption from those shareholders of an equal number of shares at a redemption price
equaling the option exercise price. The Company and those certain shareholders have agreed that this share redemption agree-
ment applies only to the exercise of options to purchase a total of 2,530,845 shares of the Company’s Common Stock. As of
January 1, 2006, a total of 5,689,974 options have been exercised under the 1885 Plan, of which a total of 2,404,974 shares of
Common Stock have been funded from those shareholders party to the amended Stockholder’s Agreement. The effect of this trans-
action is to eliminate any dilution from the further exercise of options under the 1995 Plan. At January 1, 20086, there were 125,871
options outstanding under the 1995 Plan at a weighted average exercise price of $4.72 share. The ability to grant additional shares
under the 1995 Plan expired in December 2005. Therefore, there are no shares available for grant under the 1995 Plan at January
1, 2006 and there were a total of 125,871 shares of Common Stock held in escrow by the Company on behalif of those sharehold-
ers party to the Stockholder's Agreement to fund all future exercises under the 1995 Plan.

1996 Stock Incentive Plan

The Company’s 1996 Stock Incentive Plan (the “1996 Plan”), as amended, provides for the granting of “incentive stock options,”
within the meaning of Section 422 of the Internal Revenue Code of 1986, as amended (the “Code”), non-statutory options and
restricted stock grants to directors, officers, employees and consultants of the Company, except that incentive stock options may
not be granted to non-employee directors or consultants. A total of 9,000,000 shares of the Company’s Common Stock are
reserved for issuance under the 1996 Plan. As of January 1, 2008, all of the options granted under the 1996 Plan have been non-
statutory options. The 1996 Plan provides that for non-statutory stock options, the option price per share may not be less than 85%
of the fair market value of a share of Common Stock on the grant date and that the exercise price may not be less than 110% of
the fair market value of a share of Common Stock on the grant date for any individual possessing 10% or more of the voting power
of all classes of stock of the Company. Authority to control and manage the 1996 Plan is vested with the Company's Board of
Directors, which has sole discretion and authority, consistent with the provisions of the 1996 Plan, to determine the administration
of the 1996 Plan and to determine which eligible participants will receive options, the time when options will be granted, the terms
of options granted and the number of shares which will be subject to options granted under the 1996 Plan. Options generally vest
at the rate of 25% on the first anniversary of the grant date and the remaining 75% vests in equal monthly installments over the
following three years. All options expire no later than ten years after the grant date. As of January 1, 20086, a total of 4,745,028
options had been exercised under the 1996 Plan and there were 3,991,114 options outstanding under the 1996 Plan at a weight-
ed average exercise price of $12.56 per share. There were 263,858 shares available for grant under the 1996 Plan at January 1,
2006. The Plan has a termination date of December 5, 2006.

1996 Director Stock Option Plan

The Company’s 1996 Director Stock Option Plan (the “Director Plan”), as amended, provides that a total of 1,200,000 shares of
the Company’s Common Stock are reserved for issuance under the plan. On November 10, 2005, our shareholders approved the
Director Plan Amendment that extended the term of the Director Plan from its current expiration date of December 5, 2006 to
December 5, 2016. The Director Plan provides that each member of the Company’s Board of Directors who is not an employee or
paid consultant of the Company will automatically be eligible to receive non-statutory options to purchase common stock under the
Director Plan. Pursuant to the terms of the Director Plan, each director elected after December 5, 1996, will be granted an initial
option under the Director Plan covering 30,000 shares of Common Stock, that shall vest at the rate of 25% on the first anniversary
of the grant date and the remaining 75% shall vest in equal monthly installments over the following three years. Furthermare, on
each anniversary date of December 5, each director who shall have been an eligible participant under the Director Plan for at least
six (6) months shall be granted an annual option under the Director Plan to purchase 10,000 shares of Common Stock that vests
100% on the fourth anniversary date of the grant. The Director Plan provides that the exercise price per share of grants issued
under the Director Plan shall be equal to 100% of the fair market value of a share of Common Stock on the grant date. All options
expire no later than five years after the grant date. As of January 1, 2008, a total of 195,000 options had been exercised under the
Director Plan. There were 335,000 options outstanding under the Director Plan as of January 1, 2006 at a weighted average exer-
cise price of $9.16 per share. There were 670,000 shares available for grant under the Director Plan at January 1, 2006.
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2000 Stock Option Plan

The Company’s 2000 Stock Option Plan (the “2000 Plan”) provides that a total of 2,640,000 shares of the Company’s Common
Stock are reserved for issuance under the 2000 Plan. The 2000 Plan provides for the granting of only non-statutory stock options
to employees, executive officers and consultants of the Company. The exercise price per share of Common Stock of the Company
covered by each option shall be equal to 100% of the fair market value of the Common Stock on the date that the option is grant-
ed. In no event shall any participant under the 2000 Plan be granted options under the 2000 Plan covering more than 300,000
shares in any one calendar year. Authority to control and manage the 2000 Plan is vested with the Company’s Board of Directors,
which has sole discretion and authority, consistent with the provisions of the 2000 Plan, to determine the administration of the 2000
Plan. The Board of Directors may delegate such responsibilities in whole or in part to a committee consisting of two or more mem-
bers of the Board of Directors or two or more executive officers of the Company (the “Administrator”). All option grants to execu-
tive officers of the Company shall be approved by the Board of Directors or the Compensation Committee of the Board of Directors.
The Administrator of the 2000 Plan shall have the authority, consistent with the provisions of the 2000 Plan and the authority grant-
ed by the Board of Directors, to determine which eligible participants will receive options, the time when options will be granted,
the terms of options granted and the number of shares which will be subject to options granted under the 2000 Plan.
Notwithstanding the foregoing, the Administrator shall not have the authority to amend an Option Agreement to effect a “re-pric-
ing” of the exercise price of an option either by (i) lowering the exercise price of a previously granted option or (ii) by canceling a
previously granted option and granting a new option, except that changes in the Company’s capital structure or a change in con-
trol of the Company pursuant to the terms of the 2000 Plan shall not be considered a re-pricing of such option. Options generally
vest at the rate of 25% on the first anniversary of the grant date and the remaining 75% vests in equal monthly installments over
the following three years. All options expire no later than five years after the grant date. As of January 1, 2006, 335,893 shares had
been exercised under the 2000 Plan. There were 1,605,339 options outstanding under the 2000 Plan as of January 1, 2006 at a
weighted average exercise price of $10.26 per share. There were 698,168 shares available for grant under the 2000 plan at January
1, 2006. The 2000 Plan has a termination date of March 17, 2010.

2002 Stock Option Plan

The Company’s 2002 Stock Option Plan (the “2002 Plan”) was approved by the shareholders of the Company on April 24, 2002.
The 2002 Plan provides that a total of 2,000,000 shares of the Company’s Common Stock are reserved for issuance under the
2002 Plan. Employees and consultants or independent advisors who are in the service of the Company or its subsidiaries are eli-
gible to participate in the 2002 Plan. The Company’s executive officers and other highly paid employees are also eligible to partic-
ipate in the 2002 Plan. The 2002 Plan provides only for the granting of non-statutory stock options. The exercise price per share
of Common Stock of the Company covered by each option shall be equal to 100% of the fair market value of the Common Stock
on the date that the option is granted. In no event shall any participant under the 2002 Plan be granted options under the 2002
plan covering more than 300,000 shares in any one calendar year. All options granted pursuant to the 2002 Plan shali have a max-
imum term of no more than ten years from the grant date. Authority to control and manage the 2002 Plan is vested with the
Company’s Board of Directors, which has sole discretion and authority, consistent with the provisions of the 2002 Plan, to deter-
mine the administration of the 2002 Plan. The Board of Directors may delegate such responsibilities in whole or in part to a com-
mittee consisting of two or more members of the Board of Directors or two or more officers of the Company. All option grants to
executive officers of the Company shall be approved by the Board of Directors or the Compensation Committee of the Board of
Directors. The Administrator of the 2002 Plan shall have the authority, consistent with the provisions of the 2002 Plan and the
authority of the Board of Directors, to determine which eligible participants will receive options, the time when options will be grant-
ed, the terms of options granted and the number of shares which will be subject to options granted under the 2002 Plan.
Notwithstanding the foregoing, the Administrator shall not have the authority to amend an option agreement to effect a “re-pricing”
of the exercise price of such option either by (1) lowering the exercise price of a previously granted option or (2) by canceling a
previously granted option and granting a new option except that changes in the Company’s capital structure or a change in con-
trol of the Company pursuant to the terms of the 2002 Plan shall not be considered a re-pricing of such option. As of January 1,
2006, 363,908 shares had been exercised under the 2002 Plan. There were 1,086,659 options outstanding under the 2002 Plan
as of January 1, 2006 at a weighted average exercise price of $5.21 per share. There were 543,433 shares available for grant under
the 2002 plan at January 1, 2006. The 2002 Plan has a termination date of January 23, 2012.

2005 Stock Incentive Plan

The Company’s 2005 Stock Incentive Plan (the “2005 Plan”) was approved by the shareholders of the Company on November
10, 2005. The 2005 Plan provides that a total of 7,500,000 shares of the Company’s Common Stock are reserved for issuance
under the 2005 Plan. Any person who is an employee of the Company or any affiliate thereof, any person to whom an offer of
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employment with the Company has been extended, as determined by the Committee, or any person who is a non-employee direc-
tor is eligible to be designated by the Committee to receive awards and become a participant under the 2005 Plan. The 2005 Plan
includes the following equity compensation awards: non-qualified stock options, restricted stock awards, unrestricted stock awards,
stock appreciation rights and restricted stock units. The exercise price per share of a stock option shall not be less than the fair
market value of the Company’s common stock on the date the option is granted, provided that the Committee may in its discretion
specify for any stock option an exercise price per share that is higher than the fair market value of the Company’s common stock
on the date the option is granted. The Committee shall determine the period during which a vested stock option may be exercised,
provided that the maximum term of a stock option shall be ten years from the date the option is granted. A maximum of 7,500,000
shares of common stock may be issued and sold under all awards, restricted and unrestricted, granted under the 2005 Plan. Of
such aggregate limit, the maximum number of shares of common stock that may be issued under all awards of restricted stock,
restricted stock units and stock awards, in the aggregate, shall be 3,000,000 shares. The maximum number of shares of common
stock that may be subject to stock options, stock appreciation rights, restricted stock, stock units and stock awards, in the aggre-
gate, granted to any one participant during any single fiscal year period shall be 500,000 shares. The foregoing limitations shall
each be applied on an aggregate basis taking into account awards granted to a participant under the 2005 Plan as well as awards
of the same type granted to a participant under any other equity-based compensation plan of the Company or any affiliate there-
of. The 2005 Plan is to be administered by either the Board of Directors or one or more committees designated by the Board (the
“Committee”). The Committee shall have such powers and authority as may be necessary or appropriate to carry out the functions
of the Committee as described in the 2005 Plan. Subject to the express limitations of the 2005 Plan, the Committee shall have
authority in its discretion to determine the persons to whom, and the time or times at which, awards may be granted, the number
of shares, units or other rights subject to each award, the exercise, base or purchase price of an award (if any), the time or times
at which an award will become vested, exercisable or payable, the performance goals and other conditions of an award, the dura-
tion of the award and all other terms of the award. The Committee may prescribe, amend and rescind rules and regulations relat-
ing to the 2005 Plan. All interpretations, determinations and actions by the Committee shall be final, conclusive and binding upon
all parties. Additionally, the Committee may delegate to one or more officers of the Company the ability to grant and determine
terms and conditions of awards under the 2005 Plan to certain employees, and the Committee may delegate to any appropriate
officer or employee of the Company responsibility for performing certain ministerial functions under the 2005 Plan. Subject to anti-
dilution adjustment provisions in the 2005 Plan, without the prior approval of the Company’s shareholders, evidenced by a major-
ity of votes cast, neither the Committee nor the Board of Directors shall cause the cancellation, substitution or amendment of a
stock option that would have the effect of reducing the exercise price of such a stock option previously granted under the 2005
Plan, or otherwise approve any medification to such a stock option that would be treated as a “repricing” under the then applica-
ble rules, regulations or listing requirements adopted by the Nasdaq Stock Market. As of January 1, 2008, 200,000 shares of
restricted stock had been granted under the 2005 Plan. There were 7,300,000 shares available for grant under the 2005 plan at
January 1, 2006. The 2005 Plan has a termination date of September 20, 2015.

The following table summarizes activity for outstanding options under the Company’s stock option plans:

Weighted Weighted
Average Number of Average
Number of Exercise Options Exercise
Shares Price Exercisable Price
Balance at December 29, 2002 9,599 $14.40 4,545 $15.61
Granted 1,527 $6.63
Exercised (317) $3.96
Canceled 1,857 $21.13
Balance at December 28, 2003 8,952 $12.05 4,855 $13.91
Granted 1,603 $7.51
Exercised (251) $4.86
Canceled 1,355 $14.41
Balance at January 2, 2005 8,949 $10.90 5,556 $13.18
Granted 660 $9.01
Exercised (1,333) $6.58
Canceled (1,133) $16.59
Balance at January 1, 2006 7,143 $10.63 5053 $12.08
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The following table summarizes information about all stock options outstanding at January 1, 2006 under the 1995 Plan, 1996 Plan,
Director Plan, 2000 Plan, 2002 Plan and 2005 Plan:

Options Outstanding Options Exercisable at
at January 1, 2006 January 1, 2006
Weighted Weighted Weighted
Range of Exercise Options Average Average Remaining Options Average
Prices OQutstanding Exercised Price Contractual Life Exercisable Exercise Price

$ 1.33-8 5.01 1,534 $4.10 4.83 1,076 $3.74
$ 513-8 6.48 1,677 $5.79 5.51 1,176 357
$ 6.47 - $10.52 1,507 $7.80 6.15 550 $7.84
$10.54 - $15.42 1,435 $12.14 3.87 1,262 $12.10
$15.50 - $67.08 990 $31.05 3.29 989 $31.06
Total 7.143 $10.63 4.86 5053 $12.08

The Company granted 200,000 shares of restricted stock on December 19, 2005 that are subject to a risk of forfeiture which laps-
es with respect to 20,000 shares every 3 months following the grant date so that the risk of forfeiture lapses with respect to all
shares on June 19, 2008. The market value per share on the date of the grant was $12.68. The Company recorded $0.04 million
of compensation expense during 2005 related to this grant that is reflected as a component of general and administrative expense.
The Company will continue to record compegnsation expense during the term of this award.

The Company recorded compensation expense for any options granted with an exercise price below the market value of the
Company’s Common Stock at the date of grant. This compensation expense was calculated as the difference between the market

value of the stock and the option exercise price at the grant date and was amortized over the option vesting period. There was no 3e
remaining unamortized compensation expense as of December 28, 2003.

Note 14. Commitments and Contingencies

Future minimum lease payments required under all operating leases at January 1, 2006 are payable as follows:

Fiscal Year Total
2006 $ 6,962
2007 7,227
2008 1,445
2009 1,809
2010 1,076
Thereafter 4,142
Total $ 22 661

Total rent expense was $4.6 million, $3.4 million and $1.9 miltion for the years ended January 1, 2006, January 2, 2005 and
December 28, 2003, respectively.

Powerwave is subject {o various legal proceedings from time to time as part of its business. As of January 1, 2006, Powerwave
was not currently party to any legal proceedings or threatened legal proceedings, the adverse outcome of which, individually or in
the aggregate, it believes would have a material adverse effect on its business, financial condition and results of operations.

Note 15. Contractual Guarantees and Indemnities

The Company establishes reserves for future product warranty costs that are expected to be incurred pursuant to specific war-
ranty provisions with its customers. The Company also has contractual requirements with various customers that could require
the Company to incur costs to repair an epidemic defect with respect to its products outside of the normal warranty period if such
defect were to occur. The Company’s warranty reserves are generally established at the time of sale and updated throughout the
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warranty period based upon numerous factors including historical warranty return rates and expenses over various warranty peri-
ods. The Company also accrues additional warranty liabilities for significant and unusual product performance issues at the time
such issues are identified and the associated warranty related costs can be reasonably estimated. A summary of the activity that
affected the Company’'s accrued warranty costs for the years ended January 2, 2005 and January 1, 2008 is as follows:

Description Accrued Warranty Costs
Balance at December 28, 2003 $ 4,829
Reserve balances acquired with LGP Allgon 7,521
Reductions for warranty costs incurred (5,057)
Warranty accrual refated to current year sales 3,071
Change in estimate related to previous warranty accruals (200)
Balance at January 2, 2005 10,164
Reserve balances assumed in acquisitions 8,544
Reductions for warranty costs incurred (6,075)
Warranty accrual related to current year sales 2,684
Change in estimate related to previous warranty accruals 6,157
Effect of exchange rates (1,153)
Baiance at January 1, 2006 $ 20,321

During its normal course of business, the Company makes certain contractual guarantees and indemnities pursuant to which the
Company may be required to make future payments under specific circumstances. Powerwave has not recorded any liability for
these contractual guarantees and indemnities in the accompanying consolidated financial statements. A description of significant
contractual guarantees and indemnities existing as of January 1, 2006 is included below:

Intellectual Property indemnities

The Company indemnifies certain customers and its contract manufacturers against liability arising from third-party claims of intel-
lectual property rights infringement related to the Company’s products. These indemnities appear in development and supply
agreements with our customers as well as manutfacturing service agreements with our contract manufacturers, are not limited in
amount or duration and generally survive the expiration of the contract. Given that the amount of any potential liabilities related to
such indemnities cannot be determined until an infringement claim has been made, Powerwave is unable to determine the maxi-
mum amount of losses that it could incur related to such indemnifications. Historically, any amounts payable pursuant to such intel-
lectual property indemnifications have not had a material effect on the Company’s business, financial condition or results of oper-
ations.

Director and Officer Indemnities and Contractual Guarantees

The Company has entered into indemnification agreements with its directors and executive officers which require the Company to
indemnify such individuals to the fullest extent permitted by Delaware law. The Company’s indemnification obligations under such
agreements are not limited in amount or duration. Certain costs incurred in connection with such indemnifications may be recov-
ered under certain circumstances under various insurance policies. Given that the amount of any potential liabilities related to such
indemnities cannot be determined until a lawsuit has been filed against a director or executive officer, the Company is unable to
determine the maximum amount of losses that it could incur relating to such indemnifications. Historically, any amounts payable
pursuant to such director and officer indemnifications have not had a material negative effect on the Company’s business, finan-
cial condition or results of operations.

The Company has also entered into severance and change in control agreements with certain of its executives. These agree-
ments provide for the payment of specific compensation benefits to such executives upon the termination of their employment
with Powerwave.
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General Contractual indemnities/Products Liability

During the normal course of business, the Company enters into contracts with customers where it has agreed to indemnify the
other party for personal injury or property damage caused by the Company'’s products. The Company's indemnification obligations
under such agreements are not limited in duration and are generally not limited in amount. Historically, any amounts payable pur-
suant to such contractual indemnities have not had a material negative effect on the Company’s business, financial condition or
results of operations. The Company maintains product liability insurance as well as errors and omissions insurance which may pro-
vide a source of recovery to the Company in the event of an indemnification claim.

Other Guarantees and indemnities

The Company occasionally issues guarantees for certain contingent liabilities under various contractual arrangements, including
customer contracts, self-insured retentions under certain insurance policies, and governmental value-added tax compliance pro-
grams. These guarantees normally take the form of standby letters of credit issued by the Company’s banks, which may be secured
by cash deposits or pledges, or performance bonds issued by an insurance company. Historically, any amounts payable pursuant
to such guarantees have not had a material negative effect on Powerwave’s business, financial condition or results of operations.
In addition, the Company, as part of the agreements to register the convertible notes it issued in November 2004 and July 2003,
agreed to indemnify the selling security holders against certain liabilities, including liabilities under the Securities Act of 1933. The
Company’s indemnification obligations under such agreements are not limited in duration and generally not limited in amount.

Note 16. Income Taxes

The components of income (loss) before income taxes and provision for {benefit from) income taxes for the fiscal years ended January
1, 20086, January 2, 2005 and December 28, 2003 consists of the following:

41
Fiscal Years Ended
January 1, January 2, December 28,
2006 2005 2003
Income (loss) before income taxes:
United States $ 43,313 $ (20,206) $ (49,876)
Foreign 10,566 (6,603) (3,554)
Total $53.879 $ (26.809) $ (53.430)
Provision for (benefit from) income taxes:
Current:
Federal $1,058 $ (632 $ (179
State 668 (786) 34
Foreign 1,782 983 77
Total current provision (benefit) 3,508 (435) (68)
Deferred:
Federal — 36,367 (17,914)
State — 6,728 (2,597)
Foreign (275) 2,653 8
Total deferred provision {benefit) (275) 45,748 _(20,503)
Total _$3233 $45313 $ (20,571
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The provision (benefit) for income taxes in the accompanying consolidated financial statements reconciles to the amount computed by
applying the federal statutory rate of 35% to income (loss) before income taxes for the fiscal years ended January 1, 2008, January 2,
2005 and December 28, 2003 as follows:

Fiscal Years Ended
January 1, January 2, December 28,
2006 2005 2003
Taxes at federal statutory rate $ 18,858 $(9,384) $ (18,700)
State taxes. net 435 3,746 (1,666)
In-process research and development charge — 8,208 —
Foreign income taxed at different rates (2,192 (888) (132)
Research and experimentation tax credits _ (1,135) —
Other 215 (5) (73)
Change in federal valuation allowance (14.083) 44,771 —
Provision for (benefit from) income taxes $ 3233 $45313 $(20.571)

Deferred income taxes reflect the net tax effects of tax carry-forwards and temporary differences between the carrying amount of assets
and liabilities for tax and financial reporting purposes. The Company’s deferred tax assets and liabilities were comprised of the follow-
ing major components:

Fiscal Years Ended
January 1, 2006 January 2, 2005
q2

Deferred tax assets:

Accruals and provisions $ 10,934 $ 9,022
Inventory 2,744 2,955
Net operating loss carry-forwards 22,502 42,895
Property, plant and equipment 4,696 7,604
Tax credit carry-forwards 23,782 10,475
Other 189 82
Gross deferred tax assets 64,847 73,033
Less: valuation allowance (60.079) (63.680)
Net deferred tax assets 4768 9,353
Deferred tax liabilities:

Amortizable intangible assets (3,183) (8,302)
Unrepatriated foreign earnings (66) (1,697)
Gross deferred tax liabilities (3,249) (9.999)
Net deferred tax assets {liabilities) $ 1519 § (646)

As of January 1, 2008, Powerwave had combined federal and state operating loss carry-forwards of approximately $46.2 million and
$17.6 million, respectively, that expire from 2021 to 2024 and foreign operating loss carry-forwards of $19.5 million with no expiration
date. The Company aiso had federal and California tax credit carry-forwards of $8.5 million and $15.2 million, respectively. The federal
tax credits will begin to expire in 2021 and the California tax credits will begin to expire in 20086.

Undistributed earnings of the Company’s foreign subsidiaries amounted to approximately $0.2 million and $4.3 million at January 1,
20086 and January 2, 2005, respectively. The Company has provided for the estimated residual U.S. tax on the portion of these earn-
ings, that may not be indefinitely reinvested. The remaining earnings are considered to be indefinitely reinvested. Upon distribution of
those earnings in the form of dividends or otherwise, some portion of the distribution would be subject to both foreign withholding taxes
and U.S. income taxes, less applicable foreign tax credits. Determination of the amount of U.S. income tax liability that would be incurred
is not practicable because of the complexities associated with its hypothetical calculation.
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The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income and the actual timing within
which the underlying temporary differences become taxable or deductible. During fiscal 2004, the Company recorded a full valuation
allowance against its U.S deferred tax assets due to its cumulative U.S. loss position and uncertainties involved in generating sufficient
U.S. taxable income in the future.

As part of the LGP acquisition, the Company assumed a tax liability related to a tax planning strategy for which the related deductions
had previously been disallowed by the Swedish tax authority and the county administrative court. While Powerwave continues to vigor-
ously contest this determination, the estimated liability of approximately $13.1 million is included on the balance sheet at January 1,
2006 and January 2, 2005 within accrued income taxes and accrued expenses.

Note 17. Acquisitions

REMEC Wireless Acquisition:

On September 2, 2005, the Company completed the REMEC Wireless Acquisition pursuant to the Asset Purchase Agreement entered
into by the Company and REMEC, Inc. (‘REMEC”) on March 13, 2005, and as amended on July 11, 2005. As consideration, the
Company paid a purchase price consisting of $40 million in cash, and 10 million shares of the Company’s common stock, valued at
$79.5 million based upon the average closing price for the three days before and after the announcement of the transaction. The pur-
chase price is subject to certain post-closing adjustments. To cover any potential indemnification claims, REMEC deposited $15 million
of the purchase price into an escrow. There were several reasons for the REMEC Wireless Acquisition, and these included increased
customer diversification, increased product coverage and industry consolidation.

The aggregate purchase price of the REMEC Wireless Acquisition was comprised of the following:

l Common stock $ 79,500 43
} Cash 40,000

Transaction costs paid by Powerwave 2.854
\ Total purchase price $ 122,354

In connection with the acquisition, we formulated and began to implement a plan to restructure and integrate the operations of the com-
bined companies. Initial estimated costs to restructure and integrate the REMEC Wireless operations were included in the preliminary
allocation of the purchase consideration. See “Note 9. Restructuring and Impairment Charges” for additional information on the
Company'’s restructuring and integration plans.

The Company completed a preliminary allocation of the purchase consideration to tangible and intangible assets acquired and liabil-
ities assumed based upon estimates of fair value determined by management with the assistance of independent valuation special-
ists. Such allocation and amounts may change as management finalizes its restructuring and integration plan, product line rationali-
zation decisions, as well as its final evaluation of liabilities associated with warranty obligations assumed in the REMEC Wireless
Acquisition. Additional costs identified as part of the plan to restructure and integrate the REMEC Wireless operations recorded in
future periods will be recorded as an adjustment to goodwill. Powerwave allocated approximately $28.7 million to various identifiable
intangible assets related to technology and customers, with a weighted average life of 4 years. In addition, Powerwave wrote up the
acquired REMEC Wireless finished goods inventory to fair value, all of which was sold during the third quarter of fiscal 2005 and result-
ed in a charge of $1.4 million.
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The following table summarizes the preliminary allocation of the aggregate purchase price to the fair value of the assets acquired and
liabilities assumed in the REMEC Wireless Acquisition:

Assets:

Current assets $ 72,802
Goodwill 40,965
Identifiable intangible assets 28,720
Other non-current assets 39,816
Total assets: 182,303
Liabilities:

Current liabilities (59,847)
Other non-current liabilities (102)
Total liabilities {59,949)
Total purchase price $ 122,354

Approximately $36.9 million of goodwill is expected to be deductible for tax purposes.

The following unaudited pro forma financial information for the years ended January 1, 2006 and January 2, 2005, assumes that the
REMEC Wireless Acquisition had occurred on the first day of each period presented. The pro forma financial information is presented
for information purposes only. Such information is based upon the standalone historical results of each company and does not reflect
the actual results that would have been reported had the acquisition been completed when assumed, nor is it indicative of the future
results of operations for the combined enterprise.

Fiscal Years Ended

Pro forma January 1, 2006 January 2, 2005
Net sales $ 993,660 $ 726,653
Net income (ioss) : $32350 $ (182.459)
Basic income (loss) per share $0.29 $(182
Diluted income (loss) per share $022 $(1.82

Kaval Wireless Acquisition:

On February 9, 2005, the Company acquired certain assets and assumed certain liabilities of Kaval Wireless Technologies, Inc. (“Kaval”)
for $10.8 million in cash. The Company has completed a preliminary allocation of the purchase consideration to tangible and intangible
assets acquired and liabilities assumed based upon estimates of fair value determined by management, with the assistance of inde-
pendent valuation specialists. Such allocation includes $0.4 million to purchased in-process research and development that was
expensed upon completion of the acquisition (as a charge not deductible for tax purposes) since the underlying products had not
reached technological feasibility, successful development was uncertain and no future alternative uses existed. This preliminary pur-
chase price allocation may change as certain independent valuations and the restructuring and integration plan are finalized. The results
of operations of Kaval are included in Powerwave’s consolidated financial statements from February 9, 2005 forward. The pro-forma
effect of the acquisition is not material to the Company’s results of operations for fiscal 2005.

LGP Aligon Acquisition:

On May 3, 2004, the Company completed its exchange offer for the outstanding shares of LGP Aligon Holding AB (“LGP Aligon™), a
Swedish public company and global provider of wireless infrastructure equipment and coverage solutions to wireless network commu-
nications operators and original equipment manufacturers. Pursuant to the terms of the exchange offer, LGP Aligon shareholders were
offered 1.1 shares of newly issued Powerwave Common Stock in exchange for each share of LGP Allgon common stock. In addition,
pursuant to the exchange offer, Powerwave offered a cash alternative whereby LGP Allgon shareholders could alternatively elect to
exchange their LGP Allgon common stock for a fixed price of Swedish kronor (“SEK”) 61.87 in lieu of Powerwave shares. This cash
alternative was subject to an aggregate maximum of $125.0 million. The acquisition of LGP Aligon included all of the assets and liabil-
ities, operations and business of LGP Allgon. Also included were all intellectual property rights to LGP Allgon products as well as in-




FOWERWAVE ANNUAL REPORT

FINANCIALS I

Notes to Consolidated Financial Statements

process research and development activities. The products acquired include a broad range of wireless infrastructure equipment includ-
ing antennas, filters, repeaters, tower-mounted amplifiers and advanced coverage solutions. Powerwave believes that the acquisition of
LGP Allgon increased the combined company’s products offerings within the global wireless infrastructure market and improved its abil-
ity to offer more complete end-to-end solutions for its customers’ complex network requirements. These factors contributed to a pur-
chase price in excess of the fair value of the net assets acquired, resulting in goodwill of approximately $237.3 million as of May 3, 2004
which is not deductible for income tax purposes. Goodwill allocated to the telecom and contract manufacturing segments is estimated
at $218.3 million and $19.0 million, respectively.

As of January 1, 2008, there were approximately 527,436 shares of LGP Allgon common stock not tendered. The Company has initi-
ated compulsory acquisition proceedings under Swedish law to acquire these remaining shares and, in connection with the acquisition,
recorded a liability to purchase these shares. To the extent the actual amount paid differs from the liability, the difference will be adjust-
ed to goodwill. The Company currently expects to pay approximately $4.6 million in the future to satisfy the outstanding compulsory
share liability.

The aggregate purchase price of LGP Allgon was comprised of the following:

Common stock $ 297,005
Cash 88,217
Compulsory share liability 14,652
Transaction casts paid by Powerwave 7,678
Total purchase price $ 407,552

The Company completed a preliminary allocation of the aggregate purchase price to tangible and intangible assets acquired and liabil-
ities assumed upon estimates of fair value determined by management with the assistance of independent valuation specialists. The
estimated fair values of the identifiable intangible assets acquired were determined using the income approach. 45

In connection with the acquisition, the Company formulated and implemented a plan to restructure and integrate the operations of the
combined companies. Pursuant to such plan, the Company recognized $26.6 million as liabilities or asset write-downs in connection
with the acquisition for estimated restructuring and integration costs related to the consolidation of LGP Aligon operations, including
amounts for future lease obligations on excess facilities, impairment of excess equipment, write-downs of inventory for discontinued
product lines and severance related costs for expected workforce reductions. These estimated costs are included in the allocation of
the purchase consideration in accordance with SFAS No. 141, Business Combinations and EITF Issue No. 95-3, Recognition of
Liabilities in Connection with a Purchase Business Combination. Integration activities related to such plan are currently expected to con-
tinue through the second quarter of fiscal 2006. See “Note 9. Restructuring and Impairment Charges” for additional information on the
Company'’s restructuring and integration plans.

The Company's consolidated financial statements for the year ended January 2, 2005 include a charge of $23.5 million for the write-off
of acquired in-process research and development expenses associated with the acquisition of LGP Allgon. The in-process research and
development expenses arose from new product projects that were under development at the date of the acquisition and were expect-
ed to eventually lead to new products but had not yet established technological feasibility and for which no future alternative use was
identified. The valuation of the in-process research and development projects was based upon the discounted expected future net cash
flows of the products over the products expected life, reflecting the estimated stage of completion of the projects and the estimate of
the costs to complete the projects.

New product development projects underway at LGP Allgon at the time of the acquisition included, among others, various antenna proj-
ects covering multiple system capabilities and full band functionality, various tower-mounted amplifier projects covering full band capa-
bility, various filter projects covering new product platforms, and various repeater projects covering both EDGE and WCDMA applica-
tions. At the date of the acquisition, the Company estimated that the cost to complete these projects aggregated approximately $2.3
million and expected the cost to be incurred over a one year period. As of January 1, 2006, all projects were completed.
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The following table summarizes the allocation of the aggregate purchase price to the fair value of the assets acquired and liabilities
assumed in the LGP Allgon acquisition:

Assets:

Current assets $ 131,252
Goodwill 239,096
|dentifiable intangible assets 66,686
Other non-current assets 85,619
Total assets: 522,653
Liabilities:

Current liabilities (110,579)
Debt (27,789)
Other non-current liabilities (183)
Total liabilities (138.551)
In process research and development 23,450
Total purchase price $ 407.552

The foliowing unaudited pro forma financial information for fiscal year ended January 2, 2005, assumes that the LGP Allgon acquisition
had occurred on the first day of the period presented. The pro forma financial information is presented for information purposes only.
The unaudited pro forma financial information excludes the effect of the in-process research and development charge of $23.5 million.
Such information is based upon the standalone historical resuits of each company and does not reflect the actual results that would
have been reported had the acquisition been completed when assumed, nor is it indicative of the future results of operations for the
combined enterprise.

46 Fiscal Year Ended
Pro forma January 2, 2005
Net sales $ 583,752
Net loss $ (54.724)
Basic loss per share $(0.53)
Diluted loss per share $(0.53

Note 18. Other Income, Net

Other income, net, includes gains and losses on foreign currency transactions, interest income and interest expense associated with
our subordinated convertible notes. The components of other income, net, are as follows:

Fiscal Years Ended
January 1, January 2, December 28,
2006 2005 2003
Interest income $7,644 $ 2,920 $2425
Interest expense (7,719 (3,861) (1,162)
Foreign currency gain (loss), net 393 394 33
Other income (expense) 1,297 665 1,098
Total $1.615 $118 $23%4
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Note 19. Earnings (Loss) Per Share

In accordance with SFAS 128, basic earnings (loss) per share is based upon the weighted average number of common shares out-
standing. Diluted earnings (loss) per share is based upon the weighted average number of common and potential common shares for
each period presented and income available to common stockholders is adjusted to reflect any changes in income or loss that would
result from the issuance of the dilutive common shares. The Company's potential common shares include stock options under the treas-
ury stock method and convertible subordinated debt under the if-converted method. Diluted earnings per share for the year ended
January 1, 2006 includes the add-back of interest expense (net of tax) of approximately $6.7 million associated with the assumed con-
version of the Company’s outstanding convertible subordinated debt with the addition of 30,427,017 shares, as well as stock options
under the treasury stock method of 2,083,031 shares. Potential common shares of 15,892,536 related to the Company’s convertible
debt and stock option programs have been excluded from diluted weighted average common shares for the years ended January 2,
2005 and December 28, 2003, as the effect would be anti-dilutive.

The following details the calculation of basic and diluted earnings (loss) per share:

Fiscal Years Ended
January 1, January 2, December 28,
2006 2005 2003

Basic:

Net income (loss) $ 50,646 $(72122) $ (32,859)
Basic weighted average common shares 103,396 90,212 64,667
Basic earnings (loss) per share $0.49 $(0.80) $(0.51)
Diluted: a7
Net income (l0ss) $ 50,646 $(72,122) $ (32,859)
Interest expense of convertible debt, net of tax 6.651 — —
Net income (loss), as adjusted $57.297 $(72,122) $ (32,859
Weighted average common shares 103,396 90,212 64,667
Potential common shares 32,510 — —
Weighted average common shares, as adjusted 135,906 90,212 64,667
Diluted earnings (loss) per share $0.42 $ (0.80) $(0.51)

Note 20. Customer Concentrations

Powerwave's product sales have historically been concentrated in a small number of customers. During the years ended January 1,
20086, January 2, 2005, and December 28, 2003, sales to customers that accounted for 10% or more of revenues for the year totaled
$235.6 million, $163.7 million, and $171.0 million, respectively. For fiscal year 2005, sales to one customer accounted for approximate-
ly 15% of revenues, and sales to another customer accounted for approximately 14% of revenues. For fiscal year 2004, sales to one
customer accounted for approximately 24% of revenues, and sales to another customer accounted for approximately 11% of revenues.
For fiscal year 2003, sales to one customer accounted for approximately 57% of revenues, and sales to ancther customer accounted
for approximately 15%. Sales to Nortel Networks Corporation and related entities (“Nortel”) accounted for approximately 9%, 24%, and
57% of total revenues during such years, respectively. During the years ended January 1, 2006 and January 2, 2005, sales to Cingular
Wireless accounted for approximately 15% and 5% of total revenues, respectively.

As of January 1, 2006, approximately 22% of total accounts receivable related to two customers that each accounted for 10% or more
of Powerwave’s total revenue during fiscal 2005. The inability to collect outstanding receivables from the customers or the loss of, or
reduction in, sales to any of these customers could have a material adverse effect on the Company’s business, financial condition and
results of operations.
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Note 21. Supplier Concentrations

Certain of Powerwave's products, as well as components utilized in such products, are available in the short-term only from a single or
a limited number of sources. In addition, in order to take advantage of volume pricing discounts, the Company purchases certain cus-
tomized components from single-source suppiiers as well as finished products from single-source contract manufacturers, The inability
to obtain single-source components or finished products in the amounts needed on a timely basis or at commercially reasonable prices
could result in delays in product introductions, interruption in product shipments or increases in product costs, which could have a mate-
rial adverse effect on the Company’s business, financial condition and results of operations untit alternative sources could be developed
at a reasonable cost.

Note 22. Segments

The Company's sales are derived primarily from the sale of wireless communications network products and coverage solutions, includ-
ing antennas, boosters, combiners, filters, radio frequency power amplifiers, repeaters, tower-mounted amplifiers and advanced cover-
age solutions for use in cellular, PCS, and 3G wireless communications networks throughout the world. Powerwave also manufactures
and sells advanced industrial components, primarily for the automotive and food industries, under contract manufacturing. These two
reportable segments, “Wireless Communications” and “Contract Manufacturing” are regularly evaluated by the Company's executive
management in deciding how to allocate resources and in assessing performance. The Company does not separately segregate or
track assets by product group within its wireless business segment. The accounting policies for each reportable segment are the same
as those described in “Note 2. Summary of Significant Accounting Policies.”

The following schedule presents an analysis of certain financial information for these two business segments:

Fiscal Years Ended

a8
January 1, January 2, December 28,
2006 2005 2003
Net sales:
Wireless communications $ 784,330 $ 448,867 $ 239,069
Contract manufacturing 40,748 25,047 —
Total net sales $825,078 $ 473,914 $ 239,069
Operating income (loss):
Wireless communications $ 53,735 $(28,175) $ (55,824)
Contract manufacturing (1,471) 1,248 —
Total operating income ({0ss) $ 52,264 $ (26.927) $ (55.824)
January 1, 2006 January 2, 2005
Total assets:
Wireless communications $ 1,095,670 $ 982,519
Contract manufacturing 34,580 38,252
Total assets $ 1,130,250 $1.020.771
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The following table presents a further analysis of Powerwave's sales within the wireless communications business segment, based upon

product group:

Fiscal Years Ended

Wireless Communications January 1, January 2, December 28,
Product Group 2006 2005 2003
Antenna systems $ 246,220 31.4% $ 110,991 24.7% $ — —%

Base station subsystems
Coverage solutions
Total net segment sales

457,260  58.3% 277,521  61.8%
80,850  10.3% 60,355 13.5%

239,068  100.0%

- =%

$784330 100.0% _$448.867 _100.0%

$239089 100.0%

Antenna systems consist of base station antennas and tower-mounted amplifiers. Base station subsystems consist of products that are
installed into or around the base station of wireless networks and include products such as boosters, combiners, filters and radio fre-
quency power amplifiers. Coverage solutions consist primarily of repeaters and advanced coverage solutions.

The following schedule presents an analysis of Powerwave’s net sales based upon the geographic area to which a product was shipped:

Fiscal Years Ended

Geographic Area January 1, January 2, December 28,
2006 2005 2003
United States $293,137 $ 114,665 $ 64,508
Asia 76,303 61,895 31,974
Europe 433,770 260,838 78,745
Other international 21.868 36,516 63,842
Total net sales $ 825.078 $473914 $ 239,069

J

Asian sales include sales to China, South Korea and other locations in Asia. Other international sales include sales to Canada, Mexico,
Latin and South America and all other foreign countries. Sales to Canada were $4.9 million, $22.9 million, and $63.8 million during the
years ended January 1, 2006, January 2, 2005, and December 28, 2003, respectively. Sales to Finland were $49.0 million, $22.8 mil-
lion, and $35.4 million during the years ended January 1, 20086, January 2, 2005, and December 28, 2003, respectively. Sales to France
were $36.8 million, $49.8 million, and $41.4 million during the years ended January 1, 2006, January 2, 2005, and December 28, 2003,

respectively.

The following table reflects the geographic area of Powerwave's long-lived assets:

Geographic Area

Fiscal Years Ended

January 1, 2006

January 2, 2005

United States
Asia

Europe

Other international
Total

$ 163,879 $ 78,041
21,130 4,235
332,222 422,612
13.061 1.227

$ 530,292 $ 506,115

49



[ =o0s [ERE

50

POWERWAVE ANNUAL REPORT

l

FINANCIALS J

Notes to Consolidated Financial Statements

Note 23. Subsequent Event

On February 9, 2008, the Company announced that it will sell its manufacturing operations in the Philippines to Celestica Inc. for approx-
imately $19.0 million in cash. The transaction closed on March 10, 2006.

SELECTED QUARTERLY FINANCIAL DATA

Quarterly Financial Data (Unaudited)
(in thousands, except per share data)

Quarters Ended

Fiscal 2005 April 3, 2005 July 3, 2005 October 2, 2005%  January 1, 2006@
Net sales $162,179 $186,334 $217,823 $258,742
Gross profit $41,222 $47,657 $54,081 $ 62,648
Operating income $ 6,147 $11,128 $16,297 $18,691
Net income §5,371% $13,014 $13,105 $19,156
Basic earnings per share $0.05 $0.13 $0.13 $017
Diluted earnings per share $0.05 $0.11 $0.11 $0.15
Basic weighted average common shares 99,574 99,734 103,473 110,801
Diluted weighted average common shares 131,229 131,908 136,214 143,803
Fiscal 2004 April 4, 2004 July 4, 20049 October 3, 2004  January 2, 2005®
Net sales $63,224 $115,981 $138,291 $156,418
Gross profit $10,774 $22,276 $34,747 $ 38,124
Operating income {loss) $ (5,657) $(30,190)¢ $3,435 $ 5,485
Net income (loss) $(3,263) $(30,162)® $2,799 $ (41,496)°
Basic earnings (loss) per share $(0.05) $(0.33) $0.03 $ (0.41)
Diluted earnings (loss) per share $(0.05) $(0.33) $0.03 $(0.41)
Basic weighted average common shares 63,393 91,664 104,343 101,448
Diluted weighted average common shares 63,393 91,664 104,837 101,448

(1) Operating income and net income for the quarter ended April 3, 2005 include a non-cash charge of $0.4 million for in-process
research and development that was expensed upon completion of the Kaval acquisition. See “Note 17. Acquisitions” of the preceding
“Notes to Consolidated Financial Statements.”

(2) Financial resuits include the REMEC Wireless business beginning September 2005.

(3) Financial results include LGP Allgon beginning May 2004.

(4) Operating income (loss) and net income (loss) for the quarter ended July 4, 2004 include a non-cash charge of $23.5 million for in-
process research and development that was expensed upon completion of the LGP Aligon acquisition. See “Note 17. Acquisitions” of
the preceding “Notes to Consolidated Financial Statements”

(5) Net income (loss) for the quarter ended January 2, 2005 includes a non-cash charge of $45.0 million related to the establishment

of a full valuation allowance against Powerwave's net U.S. deferred tax asset. See “Note 16. Income Taxes” of the preceding “Notes to
Consolidated Financial Statements.”
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TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF POWERWAVE TECHNOLOGIES, INC.:

We have audited the accompanying consolidated balance sheets of Powerwave Technologies, inc. and subsidiaries (the “Company”}]
as of January 1, 2006 and January 2, 2005, and the related consolidated statements of operations, comprehensive operations, share-
holders' equity and cash flows for each of the three fiscal years in the period ended January 1, 2006. We also have audited manage-
ment's assessment, included in the accompanying Management's Report on Internal Control Over Financial Reporting, that the
Company maintained effective internal control over financial reporting as of January 1, 2006, based on the criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. As
described in Management's Report on Internal Control Over Financial Reporting, management excluded from their assessment the
internal control over financial reporting at REMEC Wireless, which was acquired on September 2, 2005 and whose financial statements
reflect total assets and revenues constituting 16 and 11 percent, respectively, of the related total consolidated financial statement
amounts of assets and revenues as of and for the year ended January 1, 2006. Accordingly, our audit did not include the internal con-
trol over financial reporting at REMEC Wireless. The Company's management is responsible for these financial statements, for main-
taining effective internal control over financial reporting, and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinion on these financial statements, an opinion on management's assessment, and an
opinion on the effectiveness of the Company's internal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our
audits of financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall finan-
cial statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal con-
trol over financial reporting, evaluating management's assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we considered necessary in the circumstances. We believe that our audits
provide a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the company's principal 51
executive and principal financial officers, or persons performing similar functions, and effected by the company's board of directors,
management, and other personnel to provide reasonable assurance regarding the reliability of financial reporting and the preparation

of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal con-

trol over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable

detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance

that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted

accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unau-

thorized acquisition, use, or disposition of the company's assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal conirol over financial reporting, including the possibility of collusion or improper man-
agement override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely basis. Also,
projections of any evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the
risk that the controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

In our opinion, the consclidated financial statements referred to above present fairly, in all material respects, the financial position
of the Company as of January 1, 2006 and January 2, 2005, and the results of its operations and its cash flows for each of the three
fiscal years in the period ended January 1, 2006, in conformity with accounting principles generally accepted in the United States
of America. Also in our opinion, management's assessment that the Company maintained effective internal control over financial
reporting as of January 1, 2006, is fairly stated, in all material respects, based on the criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Furthermore, in our
opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of January 1, 20086,
based on the criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission.

Peloite + Towche LLP

DELOITTE & TOUCHE LLP
Costa Mesa, California
March 17, 2006
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Controis and Procedures

We have established disclosure controls and procedures to ensure that material information relating to Powerwave and its consolidat-
ed subsidiaries is made known to the officers who certify the Company's financial reporis, as well as other members of senior man-
agement and the Board of Directors, to allow timely decisions regarding required disclosures. As of the end of the period covered by
this report, Powerwave carried out an evaluation, under the supervision and with the participation of the Company’s management,
including the Company’s Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of the
Company's disclosure controls and procedures pursuant to Rule 13a-15 of the Securities and Exchange Act of 1934. Based upon
that evaluation, the Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and proce-
dures excluding disclosure controls and procedures related to REMEC, Inc.'s Wireless Systems Business acquired on September 2,
2005 are effective in timely alerting them to material information related to the Company that is required to be included in Powerwave's
annual and periodic SEC filings.

There were no changes in our internal controls over financial reporting during the year ended January 1, 2006 that have materially
affected, or are reasonably likely to materially affect our internal controls over financial reperting.

Our management, including our Chief Executive Officer and Chief Financial Officer, does not expect that our disclosure controls and
procedures or our internal controls will prevent all error and all fraud. A control system, no matter how well conceived and operated, can
provide only reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design of a control sys-
tem must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative to their costs.
Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control issues
and instances of fraud, if any, within Powerwave have been detected.

Management’s Report on Internal Control Cver Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over our financial reporting (as defined in
Rule 13a-15(f) under the Securities Exchange Act of 1934, as amended). Our management assessed the effectiveness of our internal
controls over financial reporting as of January 1, 2006. Such assessment excluded the internal controls over financial reporting related
to our acquisition of REMEC, Inc’s Wireless Systems Business . Since we completed the acquisition of REMEC on September 2, 2005,
it was not possible to conduct a complete assessment of REMEC's internal control over financial reporting in the period between the
completion of the acquisition and the date of our management's assessment of our internal controls over financial reporting. Therefore,
our conclusion in this Annual Report on Form 10-K regarding the effectiveness of our internal control over financial reporting as of
January 1, 2006 does not include the internal controls over financial reporting of REMEC. QOur fiscal 2005 consolidated financial state-
ments include the operating results of REMEC for four months. During this period, these operations generated approximately 11% of
total revenues. Additionally, REMEC’s total assets as of January 1, 2006 were approximately 16% of consolidated total assets.

In making its assessment of the effectiveness of our internal controls over financial reporting, our management used the criteria set forth
by the Committee of Sponsoring Organizations of the Treadway Commission ("COSQ") in Internal Control-Integrated Framework. Based
on these criteria, our management has concluded that, as of January 1, 2006, our internal control over financial reporting, excluding inter-
nal controls over financial reporting with respect to REMEC, are effective. Our independent registered public accounting firm, Deloitte &
Touche LLP, has issued an audit report on our assessment of our internal control over financial reporting, which is included herein.
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